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PREFACE 


In the Preface to “ Finance Under Provincial Autonomy ”, the 
thirteenth publication in this series, an apology was offered for the 
delay in bringing out an up-to-date edition of “ Financial Develop- 
ments in Modern India ”, and the hope of a more comprehensive study 
of Indian Finance in a series of volumes was held out. I am glad 
to be able to announce now a concrete scheme of such studies as 
under t 

I. “ Indian Finance, 1860-1920 This will be a reprint of 
“ Financial Developments in Modern India ” with suitable 
changes. (To be published after the War.) 

II. “Indian Finance, 1921-1937.” This will cover both Cen- 
tral and Provincial Finance during the Montague- 
Chelmsford Reforms period. (To be published soon.) 

III. “ Indian Finance since 1937.” This will cover both Central 
and Provincial Finance up to a convenient date after the 
War. While the preparation of the full volume must wait, 
parts are being published, e.g., (i) “ Finance Under Pro- 
vincial Autonomy” (1940) and (ii) “Financial Burden 
of the War on India ” (July 1943). 

IV. “ System of Financial Administation in India ”, the present 
volume. 

V. “Justice In Taxation”. (Under preparation). 

The above scheme attempts not only a critical study of Indian 
Finance during the different periods, but also a critical examination 
of the system of Financial Administration now in operation and of 
the problem of justice in taxation, both of which must form the basis 
of the future constitutional and financial structure of the country. 

The control over the public purse is the chief method by which 
modern democratic bodies exercise an effective check on their execu- 
tives. A proper understanding of the system by which this control 
is exercised is thus of great importance in connection with the 
reconstruction problems which countries will have to face after the 
War. ‘Finance’ which is usually avoided by the layman as dull is 
sometimes made unnecessarily complex by the Administrator by rules 
and procedure incidental to red tape. The citizen and particularly 
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the kgisbtor aad the pohucian »il! howerer hive to gn ever the 
dread ot Finance , tf eCeetivc dcmociaUw control over govemment 
IS to be introduced in the country m the near future The economic 
eSects of finance cannot also be nndetstood m the proper perrpectiTe, 
if the admimsiratoe s^iieia is not fully grasped The object of this 
volume IS to supply this want and enable those m crested to have 
m one volume a systematic study of the exisung system of Financial 
Admimstration in the country The only other tiorli of importance 
on tbe subject those of Mr P K Wattal and Dr Cyan Chand, are 
out of date. Dr Pinto has kami a good deal from these distinguished 
ail hors and profiting by their etperiencc has tried to introduce 
several innovauons in hts study, particubrfy a theoretical examination 
of each important p oblcm and a cotnpantive study wherever useful 
of relevant features m other countries Besides, tbe problem of contrrl 
in our financial $yst*m has been fully considered. Combined with 
these feaiutn the scientifie outlook of the author and His clear and 
lucid exposition of an otherwise dry subject must appeal to all classo 
of readers interested in this important prcblem 

In doing his work first as a Research Fellow m this School work 
mg for the Ph D degree of this Untvets ty, and later m revising 
the approved thesis foe publieauon. Dr Pinto has spared no pains 
to achieve accuracy m his sutements. In this connection we have 
to mention several parties whcf vydUngly rendered assistance m this 
work Dr Pinto was allowed tacdires by the Finance Departmerts 
of Bombay and the C. P and Berar to understand the wwking of 
Provincial Finance and by various departments of the Gov 
ernment of India for Central Finance , and by the offices of the 
Accountant General Bombay, the AeeeaMiXA Geneial, C.P and 
Berar the Accountant General, Central Revenues, and of the Auditor 
General of India for accounts and audit arrangements. Central and 
Prov ncial The various Government officers from whom Dr Pinto 
has received help and cncouragemeia. he has specially mentioned m 
his ‘Acknowledgements lo dm book To all of them, individuals 
and departments, ne are very grateful 

' C K Vaka. 

Sehpol of Economies erd Sondlegj 

Un versily of Bombay 

ISIA 
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INTRODUCTION 


Financial administration is the medium dirough which the 
state conducts its financial business. It has, therefore, an 
importance of its omi even though it ma^ not be much 
realised by tlie people. The reasons for tliis lack of appre- 
ciation are not hard to understand. Till the people acquire 
at least some real control over the national purse, they are 
not interested in tlie mechanism by -ivhich public funds are 
collected, spent or kept in safe custody, or tlie principles on 
ivhich tliat mechanism is based. Not many are keen on 
studying a problem tliat has merely academic interest under 
such conditions. Even after die introduction of the Monl- 
ford Reforms tliere have been but two attempts at dealing 
"witli the system of financial administration in India, and since 
1926, even tliough much water has flowed under tlie financial 
bridge, tliere has been no critical analysis of tlie system. 

Tlie British financial system has been acclaimed even 
by French and American writers on tlie subject as being the 
best that has been so far worked out by human genius. As 
we in India had also pledged ourselves to the parliamentary 
form of democracy, there ivas no more to do as each occasion 
arose than to take one more piece of the British system and 
fit it into our own witli such minor modifications, as were 
necessitated by the size of tlie country or tlie stage of con- 
stitutional progress. For tlie first time in our history today 
we find a demand for a partition of India into two separate 
entities. Tlie political future is dark and, as always happens, 
on such occasions, there wiU be a temptation to tinker wth 
die financial system. It is consequently very necessary to 
examine our financial system, the principles on which it is 
based, its fundamental parts, its essential features and its 
modus operandi. 

Public Finance has to take cognisance not only of 
economic principles but also of tlie political sti'ucture. 
Financial administration is a part of Public Finance, a part 
that has enormous practical significance. It is the system 
of financial administration tliat gives expression to abstract 

1 
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S”d ol H-UC a.d econo™.cs , for ,l rr .l.e m Wmen 
lo effect m dady hte »hitl tle=e t«o sciences hare to offer 
in lie ab tract Conlrol mer the eieciitiie, iiise eljKnditute, 
irell-coiisidetcd taration economy in administration are 
some o{ the problema financial admmi iralion mu«t lace 
and sohe though always viUim ihe ambit of con'lituUonal 
proTisions and economic principle* 


Throughout die booh tbe author has eoughl to gne a 
critical analysis of the «) tern of financ al admini Iralion 
m India today Before any problem can be analysed it 
must be slated , and the ‘talement here l^ a clear de«cripiion 
of tlie system as it preiaiU today , not a description of the 
Tarious and detailed feature , as that would require a 
volume by it«elf but rather of tbe principal proce^'ea in 
rolled ui financial administratios Delaili are required 
liy the practical admim tralor m tbe Ushs of daily life , 
for an appreciation of tbe sy tern it is sufficient to de«cribe 
the mam parts and »how their interconnection, *o as to 
bring out an adequate and complete idea of the whole 


But perhaps the more imporicnt la k i5 to analyse the 
system, lo crilici e it and, if possible to offer conslnictne 
suggc«tior« For that purpo e it is necessary lo haie certain 
norms vnth reference lo which criticism may be made For 
the «ame tea«on it i> essential to know the con litulional 
position of the differetil organa iniolied in financial 
admmistraiion and the con«uiational limitations under 
which th^ work. Hence the fir*t pan of the book mil 
begin w ilh a brief «ludy of the theoretical and constitutional 
aspects ol financial administration 

The approach to the «uhject has been analytical, 
cnncal Md companure ,bere po..iLle. !„ ,o priclical 
comparisons ate a 
n^Uy Wc bare to a* rrlut other nations nith Tanoiia 
^Tt*^ " E»«nnnent hate aducred Ftom iheir suo. 
ossoi ard failures ne may learn mneb, not Ihe least perhaps 
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correctly to evaluate our own system. Tliere is no attempt 
at making tlie treatment historical, though a historical note 
is here and lliere inserted for tlie better understanding of 
the nature and functions of a particular organisation. It is 
hoped tliat the line of treatment taken up will throw light 
on a much neglected subject. 

In analysing the system of financial administration we 
are confronted with die budget system as its cenh-al and 
most important feature. Hence die author lias thought it 
desirable to deal first widi all diat goes ivith the budget 
system in India and dien to take up other aspects of 
financial administration. 

Following the aims set out above the book has been 
divided into diree parts. The first deals wdth die general 
principles of financial administration and the constitutional 
provisions affecting personnel and organisation. The 
second centres round die budget proper, both at die centre 
and in the provinces, and therefore treats of die budget 
system as it prevails in India at die iiresent day. The 
first part is theoretical and comparative, die second descrip- 
tive and critical. The chapters of the first part lay the 
foundation and give die preliminaries for all diat follows. 
Hie six chapters of die second part are intended to provide 
a continuous account of die different processes of die 
budget system in India. The third part comprises all die 
odier aspects of financial administration which cannot be 
brought to bear directly on die budget or ivhich require a 
ratiier more detailed treatment dian could be given in die 
second part. 

Chapter I is devoted to the general principles 
underlying die financial system, while chapter II treats of 
the different stages througli ivhich the budget passes, in 
other words the organisation and procedure by which the 
financial business of the state is conducted. The former, 
therefore, deals with die scope of financial administi'ation, 
the nature and fimclions of a governmental budget, die 
relations of die budget to the constitutional and politicil 
systems ; the latter, largely illustrated wdth examples from 
selected leading countries, wdth die procedure governing a 



4 FD^JLNOAL AOMINETRXTION IN INDU 

budget v.Me it is being prepared, autbon'ed, 

Eccorated for Chapler III give, tlie 

cround to provide a belter understanding of the fraincwork 
tvilbia svhich the Indian budget sjslem works A d«cfip- 
lion of the \atious departments and offices conneded wiUi 
fuiancial administration is llien given m chapter IV, as a 
preliminary to tbe treatment of the Indian financial system 
ibelf Throughout tlic book. consUnt reference is made to 
tliese departments and officials, and it is useful to know 
even in brief outline their oigamsation and powers 

Having disposed of all these prerequisites vre come to 
disCUSS the budge* system in tbe provnnees and at the centre 
The *econd part of the book may serve as an illustration 
of tlie principles di«cus«ed in (lie first cliapler and an 
application to India of the procedure treated in the second 
chapter XThenever conditions at the centre and m the 
provinces differ considerably, the licatmenl has been 
divided into separate sections , otherwise whatever is said 
of the centre applies muiatu muiondis to the provinces, and 
m «uch cases the differences, if any, have been pointed out. 
Qiapters VII and VIII reall) go together and are separated 
merely to emphasi«e the problems mentioned m the latter 
chapter This division also emphasises the importance of 
subsidiary devices to roaintam the continuity of financial 
admmislration and of the tune and space factors that 
influence it. Similarly chapters I\ and X are very closely 
connected, for audit and accounts are a device for pubbe 
economy and financial control Tbe separation of the two 
has, however, afforded an opportunity to deal in Chapler 
X with the problems of economy and control m a com- 
prehensive manner and to exhibit them in one picture At 
every «tage of ffie budget there are the consideraUons of 
economy and efficiency to be borne m mmd and tliese are 
indicated at the appropriate places But it is useful, even 
necessary, for estimating the value of a budget system, to 
view the diucrenl devices as a whole. ^ 

a.pt€r, M, xn EEd Xin oI Uurd d^al 

^pectiYcly with lie KeUhon. between the C^tre, the 
ProYince. and the ladan State., the Resetre Bank onna7i^ 
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and Public Debt. In a federation the interrelations of the 
different units easily acquire a special importance, and 
witli the inclusion of the Indian States in the federation 
administrative problems are bound to present great difficul- 
ties, considering that most of die Indian States are 
administratively backward. The position of ^ the Reserve 
Bank is a pre-eminent one in the financial system, because 
the Bank acts as die government’s hanker and is the link 
in the financial sphere hetiveen die government and the 
business ^vorld. Tlie management of public debt is one 
of the fxmctions enti'usted to the Reserve Bank hut it is 
dealt with separately to bring out the differences in the 
various kinds of government borrovdng, 

Tliere are four departments ivhich occupy a special 
place in the financial system and it has been thought 
advisable to devote in Chapter XIV a small space to each 
of them. The Defence Services have been continually the 
target of criticism ; besides even in peace-time they account 
for one half of the expenditure side of the central budget 
and constitute one of the biggest organisations in the 
country. The Railways and the Posts and Telegraphs 
DepaiTment are commercial services, die former widi a 
budget as large as die general budget and the latter 
with a budget of about twelve crores. Both have their 
organisations spread out all over India and special arrange- 
ments in the accounts and audit spheres. The Croira Repre- 
sentative’s Department has been recently formed and has 
been included not for its financial importance, but to 
complete die picture of financial administration in India. 

Financial administi'ation is a science and an art ; 
hence it is both dieoretical and practical. But even 
a cursory reading of the systems in various countries shows 
how for a long time practice lagged behind dieory. Tiie 
U.S.A. offers a classic example, for till 1921 it was the 
only gi’eat ‘ poirer ’ in die world which did not possess any 
budget system in the true sense of the word. It does happen 
unfortunately diat even if a point is conceded on principle, 
it is not put into practice for one reason or anodier e.g. 
the estimated cost may be too large to make die change a 
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practical piopo=iiioii or con-^DluUonal difficulties may come 
in the «a> necessitating perhaps a constitutional amend 
ment, or party interests may intcrscne and these ha%e 
aluajs been one of the greatest slumbling blocks to pro^e«3 
In the USA, for example, there is as ^et no cfncicnt 
control bj tlie legislature Oirou^ an audit organisation, 
and the committees of the legislature still attempt to frame 
the budget afredi «=o that the estimates prepared by Uie 
executise are pu^elj tentative, having no substantial value 
In India it has licen conceded on principle that accounts and 
audit should be undertaken by d (Terenl bodies, and yet 
for the most part there is a combined system of audit and 
accounts because il is still an open que«lion vshclhcr the 
extra co^l involved in separating the two oTgani«ations is 
counterbalanced by an adequate increase of cITiciency 

We must, therefore, be prepared for divergences 
betv.ecn theory and practice The foimet should be taken 
rather as an ideal to be aimed at Uian an objective to be 
immediately realized Sometimes the theoretically more 
perfect scheme has to be abandoned becau«e of tlie lime 
factor Tins happens for instance, with the accounting 
system that is followed The accrual ba«is of accounting 
IS mote correct on theoretical grounds than the cash ba*is, 
and yet most governments have adopted the latter, becau«e 
It lends itself to results which are more practicaL 

Hence the utility ol having a theoretical discussion 
precede the analysis of esistmg o^anisalion and practices 
Such a plan shows the merits and dements of the prevail 
ing system and, what )» mote important, points out the 
direction for reforms 


It IS possiUe to treat of Enancial adm.nutraltoa 
independently ol the form of the state But it is only m 
a democratic state, that is, a sUte m which power is wielded 
by the ^ple o*- their repre enUUves, that the different 

Srw^rW wT and content 

Ihis work is ba«ed on the assumption that we are dentine 
viih the fmncial system of a democratic state Thoi -h 
Mmplete eelf government has not yet been attained m T 

profaned goal of daorJera^tVS duS; 
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we should test our practices. Hence the criticisms and 
suggestions made take into account, first, die existing consti- 
tutional limitations, and secondly, the changes that may he 
required when full self-government is achieved. 

Though self-government is postulated, no form of 
democracy has been specially considered, nor is it required- 
Of course die form of democracy and all the political 
principles that go with it will determine the constitution,, 
and the constitution in turn will influence financial adrainis- 
li-ation ; so dial die fonn of democracy does modify 
budgetary practice and procedure. Hence the differences, 
for example, betiveen the financial systems of die U.S.A., 
France, England and Switzerland. We in India have so 
far followed the parliamentary model and, therefore, the 
British system has been of gi'eat and immediate use to us. 
But tendencies are not ivanting to show that a change may 
be required in this direction to suit our national genius, 
our cultural heritage, our peculiar minority problems. It 
is for that reason that there is even more need to investigate 
the essential principles and features of a sound financial 
system, so that practice may conform to principles, no 
matter "sybat the form of self-government may be. 

Tlie second assumption is diat die government of India 
will be federal. Part II of the Government of India Act 
of 1935 ^ has not yet come into operation and at the present 
day the chances of federation being established are very 
remote. The Central Government is in a peculiar state of 
transition ; while in seven out of the eleven provinces the 
constitution has suffered a breakdown. Yet die constitution 
as given by die Act has been follmved in this' work. Until 
something definite is established die student of financial 
administration can only take cognisance of tiiose features, 
which though not in force have yet received full parlia- 
mentary sanction. Hence in many instances die present 
position has been described and die changes diat ivill come 
about on die inauguration of federation have been indicated. 

War emergencies are a strain on die financial system, 
for the quickest way of getting things done is not always 

1 : Referred to hereafter as the ‘Act of 193 s' or simply the 'Act.' 
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d,™ .offers, specially m departments directly 
tlh the pco-ecution ol the nar, and scaste is more ctidmt 
than odiereim It is perhaps not out ot place, flien, to add 
that this hook 15 concerned utlh the Indian financial system 
in force in normal tir>e», in times of peace 


Sound financial admim»tration demands fl gooi 
budget system Kilh tffectiie financial control, trai^ and 
capable pervinnel and an adequate organisalion Copters 
1 itod U ssw dcsoted to a di«oi«>on of the principles and 
procedure of the budget system and budgetary control , 
bcrc It M proposed to make & fesr tematU on per«Qtinel and 
organisation, V'hich though e<«ential for financial fldminis 
tralion, come rather vithw the scope ot public 
administration 


The vorhing of any svitem depends \ery largelj on 
the manner in I'hich men are organised to worh it , in fact* 
the important part pla)ed by orpani«alJon at the pre*etit 
day in all «phctM of activity is unnersally admitted The 
organi ation of the diiTermt gotenunent agenaes has a 
large bearing both on efSciency and economy , tor it is a 
trurnn that budgets cannot be better than the organisation 
vthich prepares and executes them. Effective otgani'satitm, 
jiaradoxically enough has to be both centralized and 
decentralised , centralised as regards control and general 
dneclioD, decentralized so as to give free play to Uie use 
oi discretion by subordinate agencies , centralized for the 
purpose of unification and coordination, decentralised for 
detailed and local adnnnutration 


Implied in a good organisation a a veil trained, 
honezt and intelligent personnel Though a veil designed 
zptem 13 very neceaary, in practice, ho'we%et perfect 
^ budget syzt^ and however ingenious the devices for 
^ncial control, they are worth just as muA as « due 
to Ihe integrity, ability and loyalty of the men that work 

fltodasn ^ “•* "SuloloM •"'I set 

e sundatd ol sdouu-tralsso sSrasos, » IsM perfect 

1 
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and less logical system has proved in practice to be more 
effective, because of the high standard of the civil servant. 
Given a good personnel, defects in the system may and 
ivill be easily remedied. But if the personnel is inefficient 
no sytsem can save itself from ruin. Hence the recmiting 
of officers and staff, their qualifications, their training and 
tlieir remmieration are questions fraught with tremendous 
consequences to the financial system. 

Two accounts of tlie Indian financial system are 
available, one by Mr. P. K. Wattal of the Indian Audit and 
Accounts Service and tlie other by Prof. Cyan Chand of 
Patna University.^ Some ivriters have indeed included a 
short summary of financial administration as one 
of the many topics of Indian public finance ; but their 
purpose is obviously, rather to study problems connected 
with revenue, expenditure and debt tlian tlie system of 
financial administration. With tlie introduction of provin- 
cial autonomy in 1937 and the preparations to inaugurate 
federation, all previous accounts of tlie Indian financial 
system have been rendered out of date. Besides even in 
the sphere of administi-ation, many experiments have been 
tried and many changes introduced as the result eitlier of 
experience or of present day requirements. 

For the general theory of budgets and comparative 
data standard works on public finance^ and works on tlie 
budget-^ have been consulted. On the English and American 
s)'^stems much literature is available,'^ particularly on tlie 
latter because it is in the U.S.A. that the greatest dissatis- 

1. Mr. Wattal’s Financial Administration in India (1923) gives a 
dear and straightforward description of the system tlien prevailing, 
a description that is authoritative because it comes from one who 
is ‘ inside ’ the administration. Prof. Cyan Chand’s Finanaal 
System of India (1926) follows a different plan and a critical 
method, and is based on "The System of National Finance" by E. 
Hilton Young, M.P. (now Lord Kennet). 

2. As those by Adams, Bastable, Fagan and Macy, Groves, Lutz and 
Findlay Shirras. 

3. For example, Budget Making and The Budget in Governments of 
Today by A. E. Buck ; and some parts of books like The Budget 
by Rene Stourm, The National Budget System by W. F. 
Willoughby, and The System of Financial Administration of Great 
Britain by Willoughby, Willoughby and Lindsay. 

• 4 . e.g. works by Young, Hills, Higgs, Hawtrey and Davenport in 
England, the Willoughbys, Buck and Collins in tlie U.Sj^., Bland 
in Australia, Villard and Willoughby on Canada. 
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fac„o» has been felt tnlh the preta.ltng 'f “ 

hate W made to go dotra to the ^ ™u.U of the bn^rt 
system On Canada, Australta and South Africa boo^ 
are scarce, and on France, Germany and Italy, thongh Utcre 
seem to be ejcellenl treatises, no English tramlations hate 
appeared, as far as the author is aware I" 

India as in llie Domimon8> is !yi«e<l on tliat of the ’ 

admiued b> all to be the Lest svstetn so far de>i*ed Uut 

v.e ou^t, to ^ vtUy tins sislem is the bc-t, so that whra 
Mfs imitate it \\e ha« an intelliBent appreciation of what 
v.e are doing 


Tot the details of the Indian system goicmment 
publications have been consulted , but information has been 
•ought, where! e* po«3ible, at first hand from the different 
dcpartincnu and officials of the Government of India and al o 
of Provincial Govenunents, mainly Bombay and the C-P and 
Berar Tlie object has always been, in coUabng information 
from different sources, to analy c die different parts and 
di«co\« tlie basis for each and their metiu and demetiU 


\dminstration is a practical and complicated subject, 
and therefore many point« with which the admmidrator is 
fanuliat, liave been terra incognito for the author * But it » 
hoped that «ub«tantiallv and in mo l details the description 
is correct As regards analysis, the ground is «urer, thou^ 
It IS perhaps for the fir-l lime that the sy «tem of financial 
administration in India has been studied with reference to 


first principles An attempt has been made to treat in a 
comprehensiTc manner the problerr of financial control 
as obtaining in our system — aUa a new feature that is 
intended to contribute to a clearer understanding of die 
•ubject It IS much to be regretted that the study of the 
sy tern of financial administration m India has not received 
live attention it deserves , and it is hoped that this humble 
work will serve at least in •ome degree to stimulate interest 
m tlie subject, vvhich bas a special significance m our own 
nay, which is above all a period of transition, 

' Ir;f '^.s.ViTAMc " r”" > “w 

reenTOj, a Fi Ki*c# 

flo the “* con5.d<fraMy « fal!^ 
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THEORETICAL, COMPARATTVE AND CONSTITUTIONAL 



CHAPTER I 


GENERAL PRINCIPLES OF FINANCIAL 
ADMINISTRATION 

Financial administration is a part of public administration. 
If then public administration is the art and science 
of management as applied to a state, financial administration 
is the part of public administration which deals with all the 
financial aspects of state management. 

Scope of Financial Administration 
Financial administration as a science is also a 
part of public finance and deals witli the principles and, 
practices involved in the proper administi-ation of state 
finances. Financial administration on its practical side is 
j“that part of government organisation which deals with 
Illie^coUgction, preservation and distribution of public funds, 
iwilli. the co-ordinatibh of puhlic revenues' and expenditure, 
•with the management of credit operations on behalf of tlie 
state and witli the general control of the financial affairs of 
Vthe public household Tlie former will deal witli 
tlieoi% tlie latter with procedure. This chapter and tlie 
next are, tlierefore, devoted to tliese tivo aspects of financial ” 
administration. Now financial administration being a prac* 
tical science admits of many variations and it is, therefore, 
necessary to adopt the comparative method of approach. 
There are certain principles which are fairly ivell defined 
and there are certain points of procedure which are common 
to all states, but beyond that financial administration is 
governed by a number of facts e.g. the constitution and tlie 
constitutional conventions and usages of a countr}", its 
political structure, its special needs, and so on. 

The importance of financial administration has 
increased in modem limes for a number of reasons. First 
diere has been a phangeAn- political ideology; the Police 

1 . Gaston Jeze, Fhuincial Administration, in Fagan and Macj', Public 
FinancCj p. 847. 
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State IS giving way to the Senicc Stale The activities 
which a slate is called upon to perform are steadily incrcas- 
ine and more stress is laid on the beneficent rather than 
llie e«ential activitie* This has lesulted in a tremendous 
growth of expenditure and therefore necessarily of revenue 
The problems of financial adminitiration were «imple enough 
in days gone by, now they are exlremel) complicated and 
mu«t be handled by experts competent to wade through the 
ma<3 of details and intricacies connected witli the admims 
Iralion of «lale finance* Secondly financial administration 
has to bo adapted to democratic institutious wliere tlie 
legidalure — the representalixc of the people — controls the 
pur«e To enable democracy to function financial admims^ 
Iration has to be systematised and «impl»ficd, «o as to be 
wQun the reach of the ordinary intelligent member of llie 
legislature at lea®l «o far as the oullnes of tlie subject 
are concerned How to de\i«c a financial 8\«lcm so as 
to secure efficiency on the one hard and public control on 
uie other, how to co-ordinate the work of tlie expert and 
the amateur how to promote economy and jcl follow fte 
>vish« of the ^ople has been one of die mo*t difficult 
problems of modem times Thirdly, the influence of science 
i and of scientific method has extended it elf to the field of 

and 

time ‘H Ixt-n He .eard. for a 

HnutZir ,1 procedure One eten gets 

“"I""' minded as lliey are last 

» ™ cLce ^rnmattchfr To 

fo eracutude'of the 

administration that is mo~® 1 

efficient The more thp r«. uuderstandable and 

of the state , and dentocrac, essLtaL'^^.i” "f*'"® 
«i erery otfren to the proHeJ™ £ ”,e 


Problems or Fwanoal 


AdMINIstILATIO' 


nnancat admimstralion and the principles 
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on which the system ought to he based. To value the 
efficiency of a system we must first appreciate tlie aims 
■sv'hicli it attempts to satisfy, the different problems it has 
to face. The definition of M. _ Gaston^ Jezq^quoted above 
enumerates four processes : (o)"tlie' collection of revenues^ 
tlie custody of public moneys, and the making of payments,* 
(b) llie co-ordination of revenue and expenditure through 
a well-considered plan, (c) the management of borrowings- 
and public debt, and (d) tlie general control of financial 
affairs of the state or governmental unit. Tlie first is con- 
cerned witli tlie handling of public funds, the second with 
tlie budget proper, tlie third witli debt operations and the 
last ivitli financial control. The system by which in modern 
times these processes are put into operation is^the. budget 
.system^ with which we shall deal in this and subsequent 
chapters. The adoption of a proper budget^system is not 
only important, therefore, hut vital ; for it is the insti-umenb' 
for an efficient and economical administration of publici 
affairs. 

An analysis of tlie problems tliat face financial 
administi'ation may also be made from three other angles, 
xevenue,_expenditure_and„custody of moneys. 

On the revenue side die legislature in accordance ivith 
constitutional law determines the souices of revenue and die 
conditions under which it may be obtained ; and the 
executive .organises and- operates a machinery for the ' 
collection of revenue and die raising of loans. Control is 
exercised dirough accounts records and hooks of accounts, 
and through audit by an officer independent of the executive. 
The results of all diese operations are summarised in 
reports submitted to the appropriate audiorities. 

For the custody and receipt of public moneys and the ^ 
making of payments diere is organised a treasury system , ^ 
in •which the ,pentral hank of the country usually plays a 
leading part. 

On the expenditure side the executive prepares a plan 
of estimated revenue and expenditure and die condition of 
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the public treasury as it ta likely to be when the estimates 
are put into operation The estimates are then sent for the 
approval of the legislature, logethet laith suggestions as to 
how a deficit or «urplus in llie estimates should be treated 
The legislature considers the plan, modifies it to a greater 
or less extent, and aullionscs appropriaUons for expendi- 
tures The execulise then seb about its task of spending 
the moneys allotted to it For this purpose it has an 
adminislratne organisation and a procedure dealing with 
the sanction of expenditure, the examination of claims, the 
disbursement of monejs, the proper record of all payments 
supported by e\idence for llic same To ensure elHcient 
and timely control the execulire must keep its accounts on 
a sound system of classification, so tliat expenditure fo^ 
particular purposes may be easil> and promptly aiailable; 
and provide for periodical reports «howmg the progress of 
expenditure against the appropriation and the state of the 
public finances Last!}, as with revenue, there is an Audit 
of the accounts kept to verify ibeit accuracy and ensure that 
all «tatutory requirements hare been complied Viiih The 
results of audit arf submitted by the audit olEcer in a report 
to die legislature > 


Considered chronologically these operations may be 
grouped under six heads (o) estimating of revenue and 
expenditure, (h) soting of finance and appropriation bills, 
fc) collecting and spending moneys, (d) accounting, (e) 
auditing, and (/) reporting 


The foregomg gnes a brief analysis of the problems 
of financial administration malever system may be 
-introduced, it has to proude a machinery for the different 
processes enumerated The following chapter dealing with 
procedure shows bow eadi of the above mam divisions is 
wnnected with the budget system . for it is through the 
udgel system that financial administration is expres<^ m 
modern Umes 
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CwfONs OF Financial Administration 

On die practical side financial administration deals 
^v'idi specific problems ; on its theoretical, ividi the prin- 
ciples which should govern the general administration o£ 
goverament and die particular organisations for specific 
purposes. In this section are considered die general 
principles which must be followed to have an effective, 
•democratic, and economical financial system. 

First, so und fi nancial ^.administration demands unity 
^ pf^organisation. As in any army, the organisations in the 
state should be knit togedier in a regular hiei'archy of 
control. As a result there should be centr-alised respon- 
sibility. It is essential to good administration tiiat die 
person or persons responsible should he easily located ; 
with responsibility goes die poiver to direct and command. 
Politically, power must be decentralised for effective 
government ; administratively, it must be highly centralised. 
tlTie more unified the. different- agencies of government are 
- /and die more centralised the responsibiIi.ty of die hierarchy 
I of officials, die more -efficient is die administration. This 
centi'alisation does not mean dial everjuhing is done by a 
few at the top ; details must be left to the discretion of die 
subordinate officers. But it does niean'that die work of 
the different agencies is co-ordinated and rightly evaluated 
in any financial scheme of the government. TIie,U.K. 
fina ncia l _§ystem is the . most . unified. Treasury control 
brings^ about this unification and centralisation. In addi- 
tio'nj the cabinet because of its collective responsibility is 
forced to consider all the financial affairs as a whole. In 
Fxance the different departments are practically autono-^ 
mous ; the Minister of Finance is not at all powerful. The. 
cabinet itself is weak in die legislature and is hardly able 
to carry out its plans widiout substantial modification at 
the hands of the legislative committees. In the U.S.A., 
"until recently, the administration was considered as separate 
from the executive. The administrative heads approached 
Congress directly, and tiierefore efficiency and economy 
suffered. The legislature is not fitted to exercise e.xecutive 
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and aamm.=lntoe po»er. Con«»l«€ally, not to 
the execumc H to alien depaitmenU to hate their own 
way In India, adminBlratiie ceatralnation and conUol 
hate reached a tety hi^ degree of efficiency, the more so 
because at the present stage o£ scUgosemmenU ute cxeculne 
IS «{in very powerful Hence ll e problem oI control 
and responsibiljty has been efTeclnely solved 

As we said in tlie Introduction we propo'^e to deal 
witli financial administration on the basis of democracy 
Therefore the second mam principle of financial adminis 
iration is comnliance wi th the .wiU of tlie legi laturfj^hichl 
is e^re^ed Uirou^i appropriation and revenue ,act^ 
The «eaiir\e niu«t collect monejs and spend them on* 
purposes specified by the legislature Tins principle does 
not neces«arily mean dial Uie grant voted mu«t be spent 
during the )ear irrespective of otlier considerations as fall 
in revenue extra expenditure in unforeseen directions, etc , 
every appropriation lias rail er to be conMdered as a sort of 
upper bmit for executive spending To control the exccu 
tive the legislature takes an account of b e <;lewardsbip at 
the end of (he year through an audit organisation 
Legislative control over the public pure cannot be ^aid to 
be complete unless it takes steps to ^ee that its commands 
and vishes ate in fact carried oaf The budget expre«ses 
and formulates these vM^hes ITieiefore the administrative 
and executive agencies must carry out tlie budget It is 
true ihat it is impossible for the administration to see 
that every small item is carried out according to the 
^limates This eytrem^ngidity would destroy ^executive 
d scretion and control, as happen^in the USA v here the 
Imdget is hi^l) itemi ed, and worse still mandatory But 
executive can and should see that expenditure on laree 
beads IS not exreeded and that transfer* withm a block of 
ex^nd lure (railed an appropnaUon or grant) are effected 

Si" “ ,r??y M ,t may .eenl, 
m the U h it was not ull 1B6SI that steps were talen 

w°sE^ eaeculiie did m fact cjply wid, the 

«I . soid hiwSS sj'skm " “ ™st,tueat 
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Thirdly, tliere,.,nrust 3e ^simplicity, promptness :a"and , 
^regularity, „of . . .f ^ctioning. Simplicity is . required 

economise and to make die system understandable to the 
people. Promptness has not always been a virtue of 
governmental financial administration. It is obvious, 
however, tliat a government cannot afford to give its 
decisions witliout due thought and regard for its policy in 
the past or tlie repercussions to its decisions in the future. 
Regularity of functioning is essential to efiiciency. Modem 
life based on speed has increased the importance of 
regularity. A government department cannot afford to 
function at intervals, for adminisUntive ivork is continuous. 

The fourtli requirement is tliat there should he an 
I fi ffgctiye ._but.jiot too ^..complicated, system of, control over_all^ 
i tlie stages of fiiiancial operations. When there is a hierarchy 
^ of officials, control is automatically obtained. Lower doim 
in tlie hierarchy attention is paid to detail ; higher up, to 
policy and co-ordination. Then again there must be con- 
tr.oL pjubehalf -of . the exegutive._an4jQf .die.,legislature. The,'^ 
former is secured through die Finance Department or .the 
Treir^tyJ die latter ,lhrough..a.udiL ^In die United Kingdom, 
^IhHia, and the Dominions, die Finance Department plays 
a very important part in control ; in ,.die..<.U.S.A.,-^the 
Troasury is_d_efinitely^ 3 veak ; in France,. though ,there„is an-- 
organisation, for jconti'ol,. it js.ineffectiye. Again as regards 
audit, the promptness with which reports are prepared, is 
of great value for the exercise of control. The U.K. and 
those countries based on the English model provide for an 
audit organisation with independence and status to report 
on die working of the executive as soon as possible aftei 
the financial year is over. In France the Court of Accounts 
not only takes too long a time in investigating, but must wail 
for a number of years before the accounts for a particular 
financial year are closed owing to the fact that accounts 
there are kept on an accrual basis. In the U.S.A., die 
General Accounting Office while it is a useful instrument 
for control, differs from the audit organisations of other 
countries. It does not sen^e the_same_pui'pose as audit in 
England or France ; and seems rather to be an encroachment 
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on execnlne control of the administration While 
there must be control at all stages tt is not necessary a 
jt must !« erercicd !> the legislature or its agents 
Terhaps lie function of the legislature is best performed 
lien restricted to re\iew and polic) Details are entirel) 
a ta k for tl e administration 


Furtler control must not be complic ated or^^e it 
lo-es in efTecltVehess ^nl In economj '‘Too milHi eoi Irol 
will lead to duplication ol work onlhe One hand and to a 
weakening of respon ibilily on ihc other For this reason 
llere must be trained and reliable personnel No system, 
hoCei’er^erfect it may be i ill i ork unle«s the men who 
make up tl c adm ni irat on are 1 or c I and capable ' Tl e 
vrccruiung of per«onnel is therefore as important ns 
\the system of admini tration itself Tie stability of tbe 
eoui try the continuity ol policy efficient execution of 
sanctioned plans and careful liandling of finance are m 
great meaeurc due to tbe men of the ^rviccs who by tlieir 
abil ly and experience are m an excellent position to pul 
large scl ernes into execution and not only to the upper 
ranks of tie Unices but also die subordinate to whom 


d crelion in matters of detail must nece«»anly be given 
It IS due to good a Immi tration that stability in France is , 
^maintained in spite oE repealed tdiangcs of cabinets , it is 
due to capable permanent ofTcials that mim«terial goiem 
inent or government by amateurs is at all possible Even 
u the system of administration is not up to the standard, 
iirsl rate personnel can easily make up for the defects , on 
the other hand not even the best devised system with all 
lU checks and controls can be effect \e if the persoruiel of 
the administration is inelRcient or corrupt, for the “the 
public spirit of the «ervanls of the state is the spirit dial 
gives life to dead rules and regulations ’ 2 


vftll des gned U a 


s '►Orth ]o l as much a» u 
Itat ^oric It and 
«i Nehcuiol F MB # p. 


■ * *Trtnn however well in fned 
to the inlten j abj tv and loraltr 
“W."-E. II \ouBg nr Sysiem 
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The Budget as an Instrurient of Financial 
Administration 

We have spoken of tlie fourfold aim of financial 
administi'ation. That aim is realised tlirougli a budget 
system, tliat is a system in •which all tlie financial affairs 
of die state are regulated tlurougli a budget. It is dirough 
the budget dial the executive plans up its revenues and 
expenditure for the coming 5'ear. It is ihi’ough the budget 
that control over die administrative agencies is continuously 
exercised by the executive and at the end of die 3'^ear by the 
legislature over die executive. The budget does not directly 
control certain functions of die administration e.g. public 
debt management, collection, custody and disbursement 
of monej'’S etc. Yet every function of a financial nature 
must find itself expressed in one way or anodier in die 
budget. Borrowing must be authorised by die legislature, 
and before loan moneys can be spent they must be budgeted 
for ; collection of revenues is exliibited on the revenue side 
of the budget, disbursements on the expenditure side while 
money^s_ iii^ custody are shown -in the debt, deposits _and 
remittance section. 

Tlie budget system has now been adopted by almost 
eveiy country in die world for “ the adoption of this device' 
as an instrument of administi-alion is more dian important ; 
it is vital if an efficient and economical administration of 
public affairs is to be had.”^ Tliis statement ivull be 
appreciated when it is seen what a budget is and what 
purposes it serves. Before we discuss die nature and 
functions of a budget it will be useful, however, to see how 
the ‘ budget ’ and die ‘ budget right ’ came into being. It 
will then he apparent how important die budget is, even 
before we have dealt widi die budget as it is today. 

The Budget and Budget Rights 

? 

Tlie word ‘^budget ^ meaning_,a . leather 3 ag ivas first' 
used in its modern sense in connection with Walpole’s 

I. W. F. Willoughby, The Problem of a National Budget, in Fagan 
and Macy, op. cit., p. 8S9. 
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fmancial propo-ils «liich »ere salinsed w “ “Tlw 

ftudcet Opened' in 1133 Injhat pamplilej ^ nlpolc «as 
repre«eoted as a conjurorj^liis budget beiDgRis big^f^nc „ 
In 18D3 the %vord \vas u<ed in France to mean estimates 
of receipts and expenditure,* though it not rommonly 
used in tins «ense until about 1814 Gradually, other 
nations began to adopt the term ‘ budget in connection wth 
their financial operations InllieUSA it as hardly used 
m financial legi lation until so recently as the beginning of 
the present century Tlie •straggle for democracy has alwaj s 
been a”ociated witli the control o\er die purse, and there 
fore die de%elopment of the budget has followed popular 
government A public budget as understood today “ is 
impossible except for a people which enjoys m some degree 
at least, the conMilutional right of placing a limit to public 
income and of exercKing a control over public expendi 
tures 2 budget not merely, therefore, a report to 
the legislature by the administrator * but involves a consti 
lulional right diat such a report shall be made in order dial 
the people ma> control die finance^ of die nation ”2 'Ihe^e 
budget rights hav'e not been easil> won, at least m the older 
democratic countries In England, Parliament claimed for 
it'<lf from earliest times die ri^t to approve of taxation and 
other sourcea of revenue The whole of die «lruggle during 
the Stuart period was on this point of taxation By 16 8fij 
Parliament definitel} secured diis power to tax as a consti| 
tulional nglit and began uTdelermine the purpo^ for which 
monejs should be «pent and the amount to be spent on a 
particular object When 010*6 powers of taxation and 
appropriation were recognised die budget came uito exis 
tence , for a plan had now lo be presented annually to Par 
Iiamenl for its approval both on the revenue and expenditure 
side It look a long lime, however, for this financial plan 
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to be developed into a full-fledged modern budget ; but tlie 
germ ivas there. Having fully secured tlie right to tax and 
tlie right to make appropriations, Parliament was satisfied 
and it was only less Uian eighty years agojiiat the^control o£ 
Parliament was made more*^ eflectivTHy instituting.the Public 
Accounts Committee and requiring the Comptroller and 
Auditor General to ’^ascertain and report how the , money 
allotted foi:.sppcific„ objects and items had been spent. This 
procedure for holding tlie executive accountable for tlie 
budget has completed tlie budget system. 

In France the budget began to develop after the Revo- 
lution of 1789. Tlie right to vote~laxe3 was vested exclu- 
sively in tlie representatives of die nation and diat right, lias 
been maintained in the different constitutions down to oui* 
day. The right to control expenditure was not immediately 
realised because the National Assembly lacked bodi the 
knowledge and die precedent to establish it. The first 
French budgets were produced by the first diree Finance 
Ministers of die Restoration. By 1831 the French budget 
system was established. The Cour de Comptes was estab- 
lished during the Napoleonic regime to examine the accounts 
of spending officers. During the Restoration it became an 
agency of the legislature and is noiv the independent agency 
for die audit of the accounts of the national and local 
governments. 

In India the control over the budget has been an 
eloquent index of self-government. From 1892 the voice of 
die people has been made more and more effective.^ Yet 
evOTjodaj^under die consdtution large sums are spent ividi- 
out legislative sanctions ; at the centre even as much as four- 
fifdis of die expenditure is non-votable. 

In Germany, the budget system was started late. In 
the first German Reich of 1871 as well as under the Weimar 
-constitution of 1918 the executive was very strong. Under 
the Weimar constitution die cabinet was responsible for the 
national budget. The Finance Minister assembled the 

1. Vide Ch. Ill, India in Transition. 
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esUmales Audit of accounts was earned of 
Rectnungshof At present Germany is dominated fay Hiller 
and the Nazis , and constitutional government has faeen 
throwTi to the v\inds 

The«e four illustrations «how how important hud^t 
rights are in popular government He v.h o contro ls_tbe 
purse, controls the stale , and the budget system isDut an 
instrument for the people to control the purse Hence the 
importance of the budget system 


Definition of a Budget 

Strange as it may seem, specially m view of tlie long 
use of the word and the study devoted to it in many countries 
in recent years the term ‘ budget ’ has not yet acquired a 
precise meaning on which tliere is general agreement U 
It a mere estimate of revenue and expenditure , or should we 
lake It as synonymous with a revenue and appropriation 
Act ’ Rene Stourm defines the budget of the state as “ a 
document containing a preliminary approved plan of public' 
revenues and expenditures”* To Gaston Jeze “the budget 
in modem states is a forecast and an estimate of all the 
public receipts and expense^, and, for certain expenses and 
receipts, an authorisation to incur them and collect them 
I^ul l^roy Beaulieu’s definition is very comprehenyve, for 
the budget to him ‘ is a statement of the estimated receipts 
.and expen«e3 during a fixed period, it is a comparative 
ta e giving the amounts of the reixipts to he realised and 
oI the expenses to be incurred , it is furthermore an authon 
^Uon or command given by the proper authorities to incur 
the expenses and to collect the revenues ”3 

tV M « greit difference betaeen 

lcgi<‘laturc 6”"**nE of appropriations by the 
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■^vliat and how the executive wishes to spend in a particular 
year ; but it is tlie schedule of autliorised expenditure tliat 
gives legal autliority to tlie executive to spend and indicates 
the amoimts ^vitliin whicli tlie expenditure must he kept. 
In the last resort it is the schedule witli reference to which 
tlie legislature will hold the executive accountable. 

A. E.,..Buck„speaks of tlirge^essential elements in a 
budget ‘Q'i) a foanj^I plan, (2j' a procedure for^forl 
muj^ing, aulhon^sing, executing and controlling tliis plan, 
and (3) /some governmental autliority responsible for each 
successive stage in tliis procedure, tlius taking tlie budget 
in tlie general sense as meaning the budget system. The 
financial plan by itself he calls the budget proper. The 
use of die word ‘ budget ’ in two senses is often misleading ; 
and we tliink that the three elements enumerated by A. E. 
Buck should be referred to as tlie ‘ budget system ’ and not 
simply tlie ‘ budget 

On closer examination tlie budget is not merely a plan, 
as Stourm and Buck would say ; it is sonietliing more. 
W. F .JS^il loughby has struck the right chord when he says 
that tlie budget is_at-once_a_report>_an-csti mate and a pro- 
posal that it is the inslrumenF by which all tlie processes 

1 . TJie Budget in Goi’criiuiculs of Today, p, 46. 

2 . “ It should be at once a report, an estimate and a proposal. It is 
the document through which the chief executive as the authority 
responsible for the actual conduct of governmental affairs comes 
before the fund-raising and fund-granting authority and makes full 
reports regarding the manner in which he and his subordinates have 
administered affairs during the last completed year ; in which he 
c-xhibits the present conditions of the public treasury; and on the 
basis of such information sets forth his program of work for the 
year to come and the measures in which he proposes that such work 
shall be financed.” — W. F. Willoughby, The Problems of a Budget, 
in Fagan and Macy, op. cit., p. 861. 

3 . " The budget is a document through which all this information _ is 
brought together in one consolidated, co-ordinated, and comparative 
statement. .. .is not so much one of the distinct finandal operations 
of the government as the means through which the several operations, 
actual and prospective, are brought together and clearly presented 
to the end that they may be all considered at _ one time in tlieir 
relation to each other.... It is the one thing whicli brings detached 
operations into a logical and harmonious system, and permits con- 
sideration of the activities and cost of the government as a whole. 
Without it a country can scarcely be said to have a financial system, 
certainly not a scientific system.” — ^Willoughby, Willoughby and 
Lindsay, op. cit., pp. 7-8. 
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of a financial ndminnlratmn mutncrat-d in a ptciioiia 
seclion' are correlated compared with each oilier and co- 
ordinated into a complete whole Tlie budget la no doubt 
a plan , but il la al o a report and most of all tfie initrumcnt 
of financial admmistraUon And it i* becau«c of this la®t 
element dial the budget considered as a plan is «o important 
in die financial business of the «late 

Hence though there is no clear cut definition of the 
term * budget we know fairl) well what it stands for The 
confu'ion tliat arises is chiefly due to the word being u«cd 
in n\o senses to denote the budget proper as well ns the 
budget sjstem Throughout this book the word ‘budget 
when used alone wiU stand for the budget proper, for the 
budget which is at once a report to the legislature of the 
transactions of the last completed year, sn estimate of ih© 
next years Te<piiremeni> and a revised estimate of the cur 
rent years, a plan and a proposal from die budget framing 
authority to the fund raising and fund granting audiority 
ihrougii wbicli the finance of the slate will l>c controlled 
In all other cases die terms ‘budget system* or ‘budgetary 
procedure’ or budget control’ will be u>ed to denote die 
system which centres round and works through the budget 
The budget system as we have «ccn above, is the 
means by which financial admini trauon for the most part 
18 expressed , and diercfore what has been said of the 
requirements and functions of financial admmiclration applies 
1 equally to die budget svslem Tlie budget sy-elem must pro 
\ide for unity’ and centrali-^iUon, for control at all stages 
of budget procedure for simplicity, promptness, regulanlv. 
and efficiency of functioning, and for iramed, capable and 
reliable personnel to work the system in the ngbt spirit and 
to the be«t advantage 


Essential Characteristics or a Budget 
Obviously the budget should possess as many good 

Pfoilnni el F nanaal Aim n rtro on 
- w iioaehby Willoughby and Lind»y rtmirV. that fh^ 
d^rml into ^ 
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qualities as possible ; yet we may reduce tlie essential ele- 
ments to four comprehensiveness and unity, {b) 

' equilibrium, (c), economy and accuracy, and (<f)-^nnuality. 
It would appear that all other qualities are directly or. 
indirectly included in tliese four.^ 

Comprehensiveness and unity^ are perhaps the most 
important features of a budget. By comprehensiveness is 
meant that the budget brings together in one consolidated 
statement all die financial requirements of die government, 
whether of income or expenditure, and all the facts of the 
financial conditions of die government, whedier these require- 
ments and facts relate to the experience of die past or the 
problems of die present or the estimates of die future. In 
other words die budget must show o// the income and c//.diev 
outgoings of, the government; and diis not in several un-' 
related totals but in a unified statement. Of no government 
can it be said that its revenues are imlimited, and hence 
there must be a division of revenues against the different 
claims of expenditure. Government must decide on a 
consideration of relative as ivell as absolute values, the 
importance or urgency of the purposes to ivhich funds iviU 
be appropriated. To perform this task efficiendy, govern- 
ment must consider all die needs at one time as a single 
problem. Hence comprehensiveness refers to the inclusion 
of all facts bearing on all ‘ the incomings and outgoings ’ 
of government, unity to their inclusion in one plan. 

To appreciate the significance of past operations and 
the purpose of the proposals for the future the budget must 

1 . Leon Say Cquoted by Stourm, op. cit., p. 145) enumerates four 
qualities; the budget must have unity, be prepared annually and in 
advance, and represent an accounting personality. “ It is necessary 
to enclose a budget in a monument, the arrangement of which can 
easily be discerned and the outlines of which are apparent at a 

glance It is necessary that the contract be limited in its duration 

....The Legislature would become responsible if the budget were 
set in operation prior to tiie Legislature granting the right. . . .The 
budget is voted as a birth certificate of a person whose destiny it is 
to move around for an entire year.” 

2 . Regie de Vuniversalife and regie de Vunilc — The rule of universality 
and the rule of unity — as tlie French writers have it. 
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be complete and detailed,! „ to .bow tie rclationsli.p 
between past and anticipated restilta clearly Tlie English 
St stem provides for this unity and comprehensnenKS 
through the consolidated fund All income goes into this 
fund oul of Jt all expenditure » met Ilcnce the budget 
gives gro«s figures2 exliibitmg all tlie details of income and 
expenditure In France certain funds are outside the general 
budget altogetlier, and the railways have complete budgeUry 
autonomy, but otlienM«e the budget is very detailed anp 
all inclusive In the U S A , tlie device of the consolidated 
fund has not been adopted, and so there are a number of 
funds for specific purposes The budget is comprehensive, 
though unity suffers as all ilie items cannot be considered 
against total revenue 


Tn India die centre and eadi oi the provinces has Us 
ovm public account to which all public revenues are credited 
and from which all public expenditure is met The Indian 
budgets are very detailed and complete The railway 
budget IS separated from die general budget The question, 
therefore, is whether «uch a device destroys unity or com 
prehen«ivenes8 If u^e u made of special auxiliary budgets 
for public enterpn es of a commercial or industrial nature, 
so as to ‘eparate their finances from the general finances, 
and yet to co-ordinate them with the general budget by 
staling the net results therein, the unity of the budget is not 
destroyed Indu^rial and commercial services are not the^ 
essential functions of government, and may therefore bel 
separated from the general budget, where tlieir presence 
eillier unduly inflates the figures so as to give a wrong idea^ 
of the cost of government, or is a «ource of great iincertaiulyl 
in maintaining the balance of the govemmentaTTiudget, — ; 
^th of which reasons apply to the railway budget in India * 
Auxiliary budgets may even be a means to provide fuller 
uiiormation oi the services they reler to But the same 


“The budett must dcKiibe «i rrttnso all thi 
expend ture ckarir and irank 
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advantage would not accrue if independent budgets were 
resorted to. These definitely violate the principle of com- 
prehensiveness and unity. 

Closely connected with tliis principle is that of equili- 
brium. After all there is no meaning in getting all tlie 
items of income and expenditure together unless it is to 
formulate a balanced plan. “The ^lang,ing_pf,. revenues 
an d expend itures_ is^.rightly^deem^ Jo .be of „the„essence3>f 
a^.b.udget._._ln diis way only can the relationship between 
the tivo sides of the national accounts be established,' and 
the effect of tlie action had or proposed upon the financial 
situation of the government be made known.”^ On this point 
of equilibrium all undters are agreed. Eveiy Minister of 
Finance stresses the importance of budgetary equilibrium.' 
Continued deficits cast a reflection on tlie financial credit of 
a country, affect its ^bqriuwing powei^s and are a symptom 
of instability ; and tliis instability "may affect the economic 
structure through business_uncertainty and financial .disorder. 

Though sti'essed in tireory, in practice this principle is 
not easy to foUmv. A balanced budget is one in ivhich 
anticipated income exactly offsets the estimated expenditoes. 
But tliat is not sufficient. A budget must also be balanced 
in its actual results and therefore maintain its balance at 
the end of tire financial period. To provide for variations 
— and variations there will be because estimates can never 
be exact — tire budget provides for a small su rjrlus. To 
have a large surplus at tire end of the year also indicates 
poor estimating. Only on rare occasions^ should such 
faults of heavy deficits or large surpluses occur. 

In connection with budgetary equilibrium the plea has 

1 . W. F. Willoughby, The Nature and Functions of a Budget, in Fagan 
and Macy, op. cit., p. 863. Willoughby, Willoughby and Lindsay, 
speaking of the budget as a financial plan say ; “ ft is of the utmost 
importance that this fundamental character and purpose of the budget 
should be clearly apprehended. It is the one thing which binds 
detached operations into a logical and harmonious system and 
permits consideration of the activities and cost of government as 
a whole .” — The System of Financial Administration of Great Britain, 

p. 8. 

2. e.g. economic depression or war or special windfalls. 
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been pul fonNard for balancing not each years budget but 
a senes of budgets extending o\er a number of ^ ears corres 
ponding to the economic cycle Tins quesUon of annual 
\er=u3 cyclical budgets is considered later* 

Economy and accuracy form the third quality of a 
good budget Slourm agrees that tlie budget m tsi estimate 
re>enues and expenditure as accurately as po«®ible, tliough 
he Considers economy as not being “a teclmical qualiCca*' 
tion inherent in the mccbani«m of the budget ’ " He 
appreciates, a® he eays, the «pinl of order and economy, 
desire for reform, etc , that may umpire tlie framers of the 
budget plan , but he consider^ tliem to be natural and 
p"t«onal qualifications 


Accuracy is e<se'iUal if equilibrium C‘taMi«bed in 
the estimates i» to be maintained to the end and reali*ed in 
the actuals Besides aa e'-Umate, unless it is fairly correct, 
ceases to be ao estimate and degenerates into a mere gue«s 
Economy is al«o required because, as ive saiv above, the 
budget IS not just a plan but the in«trunient of financial con 
trol , and financial coitrol ha» economy for an important 
aim Accuracy lias never been a ball mark of American' 
budgeting British and Indian budgets in that respect 
far superior For economy die British and Indian system^ 
have a central coKirdinaling and revising body in the 
Treasury and the Finance Department , in France and the 
USA the legislature undertakes a ta«k for which it is not 
well quabfied, namely, the re-framing of almost the whole 
budget. 


The last feature of present-day budgeU i®, what has 
been called, amiualitv, le budgets are prepared for one 
year only Tlie year is a customary period ba<ed on 
natural phenomena of great significance for die economy of 
a country It 13 a natural cycle, but perhaps the most 
cogent reason for taking the year as a standard 13 that “ it 
° aerate cslimaling , and it ,3 probably 
the shortest penod that wdl not consume too much of the 
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legislative session in the consideration of the budget 
This annuality does not mean tliat every item of revenue and 
expenditure must be discussed or voted every year ; there 
is much in tire budget tliat is tlie result of different pieces 
of legislation and as regards whicli the legislature acts best 
by being silent, e.g. salaries of judges, requirements of con- 
ti-acts made by the state, etc. 

However, though tlie year has been very generally 
accepted, the date of commencement differs from country to 
country, and depends very largely on tlie custom of the place 
and on the factors tliat influence accurate estimating. The 
practice of different countries in tliis regard is considered 
in the following chapter.^ 

From what has been said above, it is clear that the 
budget performs tliree functions. First, it provides jinfor- 
matign of tlie.past„and proposals Tor^the future ; secondly, 
it is a plan shouung iioiv much , revenue jnight_ be _expected 
and from what sources ; how much expenditure will be 
incurred, on ivhat services, in what amounts, and how any 
surplus or deficit will be met. Tliirdly, it is . an instrument 
oLjiontrol. The fact that tlie executive must secure the 
approval of die legislature every year is itself a guarantee 
against executive tyranny, for at the end of the financial 
year comes the "'day of reckoning. Audit examines the 
accounts, and submits a report of its investigations to die 
legislature. 


Government and Business Budgets 

Superficially die tivo seem to be alike for bodi are 
concerned with estimates (which are a measure of pro- 
bability) and die formation of a balanced plan ; bodi 
aim at maintaining financial stability. But fimdamen- 
tally diey differ because die purposes of the state are totally 
different from those of industrial or trading companies. 
^Tlie latter budget positively for greater expansion of acti-' 
vities on the basis* of maximum net profit ; the former 

1. A. E. Buck, op. cit., p. 127 . 

2. Vide Ch. II, Time of Preparation. 
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budcels m a itegaiac dirccUon br trjing to l.Kp doim 
figures to tl e loiic t con intent adm inistration 

A government enpha^i^s Uiercfore, its expe^iturc side , 

It scrutinies all items so as to dclerminc the maximum 
amount of expenditure and onl> when this is done to arrange 
Its revenue poliq *o as to halance expenditure Government 
therefore aims at keeping taxation to tlie lowest possible level 
Tlic«e ditinclions wear dov»n somewhat when we consider 
the budgets of services conducted on commercial or quasi 
commercial lines 

Another difference fietwcen stale and business ItidgcJ* 
an es from co«ljX)nlrpl by which ihc business is able to 
check the cosr of production at regular intervals For 
example in India except m certain departments as lh4 
defence fcniccs and commercial e>iabli*bmcnl8, govern 
meat does not prowde for eoMmg for accounts are main 
tamed on a departmental basis and not to show the co«t o£« 
xny object of expenditure Tlien again there are Uie 
intrin ic dilTerenees m the nature of the services provided 
by government wiih the result that comparison even between 
the expenditures of various departments is difficult. 

A government budget is rigid becau«c on the one hand 
it IS the expression ^f policy, and on the oilier hand it is 
v ery larg ely^cnToicealil^^iiCjaTC,,^ A business budget has 
neces«anly to be flexible because u mu«t be modified to’ 
suit changing conditions and has no legal support. Lastly 
the businesa budget has a grealTaTue as a co^rdmatmg 
influence on business policies aSa'plans , tlie stale budgeting 
^nnot so stion^y claim &i3*advantagfe because o£ 
the unrelated nature of «tate services and ‘tbe general absence 
of long penod,plaiitUBg. Certainly the Finance Department 
and Ihe cabinet do coKirdinaie the different estimates but 
never m any scientific manner . for there are no means with 
which to decide certain matters with accuracy ' In busmens 
the coordination is almost matliemaUcal Again Uie gov 
emmeni budget period is the year, as a longer period would 
lead to less accurate budgeting , business firms male good 
1 t-B »l»i pr^oa sbouM go to defence and what to edacauoo. 
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tise of long period budgets, ^ whose chief advantage consists 
in enabling short-period policies to be co-ordinated in definite 
programmes of development. 

Kinds of Budgets 

In tlie first place budgets may be annual or for a longer 
period, usually by economic cycles and chiefly for capital 
programmes. All most all governments have adopted the 
annual budget^ and that for many reasons. The year is a 
natural cycle on which most of our customs and practices 
are based. A longer period would militate against accurate 
estimating ; a shorter one ^vould take too much of tlie time 
of tlie legislature. Long.period budgets, particularly where 
tlie executive depends on a majority in tlie legislature, are 
almost wortliless ; for Ae^niajority__might.,. change and^ 
each_party has its own policy, to .foUoiv. An annual budget? 
provides for quicker rectification of errors than a long period'^ 
one. Tlie argument for cyclical budgets is based on econo- 
mic trends. Economic life, it is said, is marked by cycles 
of prosperity and depression ; and government ought there- 
fore to consider the period as one unit. Tliere may be bud- 
get deficits during tlie depression but they could be counter- 
balanced by surpluses in the good years. For example^, 
towards the end of a depression reduction of direct taxation 
might give such a psychological fillip to industry, that in a 
short time tliere would accrue substantial surpluses. The 
public could be directed to pay attention only to the final 
results, regardless of any surplus or deficit at any interme- 
diate stage. The first difficulty is, hoiv is it possible 
to determine accurately the length of an economic cycle ? 
Secondly, if it.is„difficult. to estinmle, accurately for a year,j 
how.can-estimates-ior .three .or four years or for a longer 
period be even roughly approximate ? Thirdly, public con- 
fidence^in tlie financial, stability of the. government would be 

1. Specially as regards capital programmes, 

2 . There are some American States which have biennial and one or 
two which have quadrennial budgets. 

■ 3 . The late Mr. Neville Chamberlain as Chancellor of tlie British 
Exchequer drew attention to such a sdieme in order emphatically 
to reject it — ^Vide Budget Speedj, April 25, 1033. 
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Aiken As Mr ChimWira .an!, (if lie ie»rt^ l» '»r- 
rowing now to be repiicl by o furplus at inc rnd oi Ihree 
years) “everyone viould prreene ibat I was on!) rewrling 
to liie ratiicr transparent device of niak.ing an unl^aJanceu 
budget look respectable”* 

Tile Finance Member of tbe Government of India 
introducing tbe budget for 1910 11 al o referred to long 
period budgeting * The view is rapidly gaming ground ” 
be «aid “ that biidgclaiy finance «hould not lie too clo<el> 
circumscribed willim the v»alertipht compartments of ®ing1e 
eucceasne years, and that in a period of prosperity instead 
of making tlic whole of tlic surplus of national income 
* fructify in the pockeU of ihc people ’ the government should 
dram on it to an extent vvhich vmII enable it to lienr less 
beavil) on the country m a period of depression Tlicre is 
obviousl) great force m this view ” But the fact 
remains that cyclical budgeting ibougli it «cems to have 
the advantage of dealing vviUi economic periods, is yet faced 
with overvihelming practical difTculiies and requires a very 
strong government to re«i t the temptation to resort to sucli 
a device to put off the evil day for retrenchment or taxation 

t,ong period budgcUngdiasX'ccn^a^dio^ated, at least «o 
fa|:_£s^pUaCptosranjnies arc conccrnfd~'Tli»3 requlrt 
separation of Uie budget into two parts airrcat and capital 2 
and of the total government expenditures according to the 
tmeans of financing them The fir*l i« intended to “how how 
fmuch IS needed to keep the government going, the 'ccond to 
feffecl improvements or invest in properties or other lasting 
lps«els The difference also suggests the distinction in the 
.^ways of financing them — the_fQnMr_from revenues, tlie latter 
prom borrowing But even where'’the budget is separated 
into these two parts they must be presented togetber and 
in such a form as to give one picture, or else the budget will 
lack the essential element of unity Long term financial 
planning has already been effecUvely employed m connecUon 
t Budgrt Speech, Apnt *s isa> 

^ ■awovoan- tatei 
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ivitli the capital budget in several American Municipali- 
ties, There seems to be no difficulty against accepting such 
planning, provided for each year the unity of the current 
and capital parts of tlie budget is preserved ; for in tliat 
case capital budgeting is in tlie natui-e of a programme spread 
out over a period of time but always co-ordinated witli each 
year’s current budget. Such capital budgeting has much 
to recommend it.l 

In India, as in Great Britain, there is no capital account 
in tlie sense that a large business has one, tliough capital and 
income are separated for certain purposes. In the U.S.A., 
tlie practice is very much the same. The great danger in 
separating tlie budget into current and capital is dial; 
in time of hardship die govemment passes on to the capital 
budget what should properly come under the current budget. 
"If necessary safeguards are taken to prevent abuses, long 
terra financial planning is useful. 

Anodier division of budgets is into Jindependent-and 
auxilia ry, .-(.or. -annexed) budgets. The latter are co- 
ordinated ividi an independent budget usually on a net basis, 
that is, the net surplus or deficit of each annexed budget is^ 
shoivn in die main budget. Auxiliaiy^ budgets, are _usefulj 
for commerciaL.undertakings^^f'^eryices. These undertak-l 
ings "are expected to be self-supporting, and an auxiliary^ 
budget can promote diis policy by’ bringing into sharp relief 
the revenue and expenditure pertaining to it in a separate, 

1. Buck says: “Such planning enables governmental authorities to 
anticipate capital movements over a period of time, to arrange them 
more or less in order of their urgency, and to distribute their total 
cost in the manner least likely to overburden the revenue system of 
the government When once satisfactorly worked out, a long term 
program obviates avoidable borrowings for capital improvements and 
stabilizes, in a large measure, tlie financial demands upon tlie gov- 
emment for such improvements. Not only capital, but also current 
expenditures, may be brought into the programme by anticipating 
the running expenses of the government and its debt service in 
aggregate amounts. A program of this character can be prepare 
for a period of five years without great difficulty and with a fair 
ifegree of accuracy when economic conditions are at all normal. The 
experience of Soviet Russia, not to mention local governments in 
other parts of the world, has fully demonstrated that this is feasible.” 
— The Budget in Governments of Today, p. 139. 

2. The annexed budget in France has long been in use. 
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^elailed statement Stounn' thooght that in Franw die 
annexed budgets tended to destroy the unity of the budget 
and render financial control difficult Jeze writing alter 
the ivorld war of 1914-18 considered the practice ivorlable 
and desirable and as not impairing budgetary unity AUix 
in 1931 approred of the independent budget for the French 
Railway System that was then recently introduced, and went 
further by adrocating that independent budgets should be 
m«ed for all important self supporting undertakings 
^ndent budgets ^\e a certain autonomyjto an undertaking 
hut Aej impair both comprehensiveness a^^mty The 
SenS’of auiwiary hudaets is sound hut It has to he Used with 
discretion First the undertaking inu«t hejarg e^n ough tQ 
deserve an auxiliary budget or there will be a large number 
ofsmall budgets which instead of helping examination will 
make it more tedious Budgetary unity is an important 
factor not to he lightly discarded Secondly, if the under 
taking, industrial or conuneraal, is so large as to disturb 
llie general budget, there is a clear ca<e for an auxiliary 
budget. The Railway Budget ui India )» an auxiliary budget 
and was introduced “ to relieve the general budget from 
violent fluctuations caused by the incorporation therein or 
the railway estimates and to carry ont a continuous policy 
ha«ed on the necessity of making a defimte return to the 
general revenues on ^e money expended by the State on 
railways ' ^ 1116 third advantage of an auxiliary budget is 
that It enables prop^rjiapitiuj^bj le^latuxe.^ 

The independent budget for public urdertalings Is* 
favoured by some and has been applied mainly to pubbdy 
owned railways in Germany, France and Switzerland It 
has been said that commercial undertakings most be free 
from the rigid control applied lo the routine departaiCTits 
and from the politics and meddbng associated vvith legi«la 
live consideration of the budget , free to maintain accounts 
on a commercial basis to hold balances at the end of the 
fiscal )car for working capital funds, to set up reserves 
«gamH depreciation, to plan for longer periods than a year, 
-> •t/'.yiv: £ XisnssaT ilnofeuon o£ aoih Septtmber 
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GENERAL PRINCIPLES 


37 


etc. For all tliese considerations public commercial under- 
takings should have an independent budget. We tliink, ho'w^- 
ever, tliat the device of auxiliaiy budgets is tlie more 
desirable. Unity of the budget is presented ; and all 
undertakings by the state are brouglit, as they should be, 
under legislative review. The railways in some countries 
enjoy a deal of financial autonomy tlirough llie independent 
budget ; but we think tliat an auxiliary budget serves equally 
•well. Tlie^ct.of 1935 sets up a Federal Railway Authority 
for India which ^vill be free altogedier from _the_ control of 
tlie legislature. In 1926 die French raihvay system •was 
made a corporate entity and given a large measure of 
financial freedom. The railway budget was not voted by 
Parliament but already, as Allix maintains, this has evoked 
justifiable criticism from the legislature. Tlie Senate Finance 
Committee has declared diat die suspension of direct legis- 
lative control ought to be lemporaiy. 

Anodier kind of budget is diat classified as .ordinary 
or. extraordin ary.^ An extraordinary budget is a device for 
g nergencies.^.. Expen'dlfiire and incorne in such ^a budget 
'^are separated from die ordinary or normal budget but 
there is die tendency in such cases to transfer expenditures 
from die ordinaiy to die extraordinaiy part. Tlie ordinary 
budget is dien balanced but diis balance is a fictitious one. 
Tlie extraordinary budget dien in its original sense and for 
its original purposes ceases to be and becomes radier “die 
juggler’s cap, by means of which the Finance Minister 
disposes of the deficit ” ; and.ifJbalancedLat'.al l, is ba lanced*^ 
borrowing. „ .This sort of division tends to dmde die 
budget sharply, so diat unity suffers. But die greatest 
defect of this device is the abuses "svliicli it makes easy 
through manipulation of budget items. France and Belgium 
have been using it regularly ; Germany used it in connection 
with war indemnities and reparations payments. Italy broke 

1. This classification closely resembles the current and capital budgets 
spoken of above. 

2. Emergencies may arise from expenditure having increased much 
beygnd the ori^nal estimates or from income not coming up to 
expectations owing to a sudden change in economic conditions. 
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olT the pncuce of the ex&aordinary budget in 19^ 
the ^e^^ Deal the U S A has gone m for a double budget, 
•which only another name for an ordinary and exlraordina^ 
budget India following the English system has fortunately 
been free from «uch dangerous practices 


Correetiie and Supplementary budgets, arc another 
meanrto^drrec?~tEnj^gel as put into execution at the 
commencement of the financial year The correctiv® budget 
used m France is a second budget superseding the first, in 
order to adju«t the equilibrium of the fir»l hudoCt, if it has 
been disturbed by current conditions Budgetary balance 
IS no doubt pre«er%ed in this budget but the defect lies m 
this, that as a regular feature it lends to raahe the legislature 
treat the original budget as merely a terlalive plan thereby 
encouraging careless budgetmg and secondly that it ontroU 
thfg^’^idiPge*ht''o nlf of the-year France u«ed 
corrective budgets from 1862 to 1871 , Germany from 1920 
to 1923 adopting from one to a dozen during a single year 
A corrective budget vvas al*o employed by England in 
September 1931 when it vvent off the gold standard The 
supplementary budget, al«o complete m lUelf, is by way of 
aiLaddendum to die original budget 2 It does not supersede 
the original budget nor tend to unbalance it , and besides 
'clearly shows the increa«es or decrea es required in the 
original estimates Hence it is preferred to the corrective 
budget, hlore usually, the practice of supplementary 
appropriations is follov ed whereby additions to d e origin il 
budget are «ancUoned A supplementary budget is also 


1 If the reed for a comctiTe or sepp ementaiy birfget arises as a 
resolt of fajlty Wptng soeh bodgetarr prances deserre to be 
fu It eood^-e<L Tfce eaeewir* w aaare that some items 

■a a tv* fnd I^slatire approral f sabmited with the ordinary 
or perhaps ^ an «e» bas a good chance of pas ng the 
1 >s wn^eslunaed. but is fully conBdeM that m 
t?"’ ‘S^'frt-'vhen estimates have teased to exaie 

opiuon n the p e-s_<ach terns ti 11 be 

^ A eorrectiTe or suipleflientary budget 
r oiictntshes the valoe of the original 


the House or 
passed without much 
lor such purposes 
t-Uinitei. 


England and ZoiSa. «*il» , 
o^rig war btae. ^ 


excepticnal occasions e^ 
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required as a regular feature, when die budget, as in the| 
U.S.A., is ver^ highly itemised and dierefore rigid. Suchj 
a state of affairs, howevei*, cads for more elastic budgets 
rather than die dangerous expedient of supplementary 
budgets. 

One more type of budgets may be considered— gross 
and net budgets. Should the total figures for receipts and 
expenditures be given in die estimates or only die diflference 
betiveen the tivo ? Tlie gross amounts, we think, ought 
to be sliomi, for as Gladstone said, “to render Parliamentary . 
control effectual it is necessary diat the House of "Cdmtnions * 
should have die money transactions of die year presented to' 
ftyin one mass and in one account.” " Most governments 
follow die practice of ^'oss budgeting for it helps to remove 
suspicions of backdoor manipulations ; diou^i there are 
minor exceptions to it in the shape of appropriations in aid, 
etc. 

It is objected dial gross figures unduly sivell the budget, 
specially the commercial sendees. Tlie objection is easily 
overcome by having annexed budgets for commercial^ 
services. In this way only net figures are__carried„to the! 
general budget, while all details are available in,die.iQrm| 
oflin appendix. It is far better to have gross figures and’‘ 
swell the budget radier dian use net figures and make the 
budget more mysterious to the ordinary legislator than it 
need be. 

Tlie use of _ gross or ne t fig ures is_of .importance- in 
connection, widi die revenue yielding -departments. In the 
'middle of die last century revenue departments in England 
[deducted expenses of collection before submitting estimates. 
[Tliis mediod was condemned by a resolution of die House 
[of Commons in 1848, At present gross figui'es are given 
and the estimate for collection expenses is included in the 
budget. Tliis mediod, as will be seen later, is rendered in- 
dispensable when a general or consolidated fund or public 
account is established in a country, for such a fund or 
account requires that all receipts should go into it and all 
expenditure met from it 
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Form a-nd Contents of a Budget 
Becau^ Ihe Inidgel \s & report on iKe part and a plan 
for the future, tlie form and contents of a budget acquire a 
special importance The budget mast contain all informa* 
Don that IS nece^ arj to give a complete and accurate picture 
of the financial plan for the ^car and of the financial condi 
tion of the goicrnment That information mu I be couched 
in a form that is simple, clear and ca«il> underitood The 
bnd of data and documents needed, the cla« ification to be 
foUo\i^ and the method of presentation mu t be ««lected, 
as to enable the ordinary member of the legislature to toIc 
on, and the puhli'* to folloiv the dilBcuU problems prc enled 
to them Hence tliere, usually, are the detailed e'limalo 
for the different activities of the goiemment, nummary 
statements of this ma^s of details, and a rBe>«sage or 
speech that interprets and m general explains the «alient 
features of the budget On tins information is based ibe 
finance bill for imemic and the appropiiaticm bills for 
expenditure 


The e«Umatea are a huge ma s of details cotering 
every aclmtj of the government But this ma « to he 
intelligible, mu t be well ela'Sifitd ^et even in England 
there is no «cienlific analv«i 3 of expenditure* For the 
purpo e of enabling comparisons to be made and mam 
taming continuity, the cla« ification of items and the general 
presentation ou^t to be pettnanenl as fat as po«sible , and 
no change introduced without ample notice, as otliemise 
the real budgetary position niU not be understood 


In the A scientific classification is a recent 
acJiieremenl, yet the advance both in theory and practice 
has exceeded, it seems, that in any other country Income 
18 now classified according to sources from which it is 


* “.L“,*** esunutw the Totw ard seb-txads do not record tbS 

Vixal cosv cl any ipeolic cAytet cl etpendituTe, but sis^ I’le cest of 

a » njle jteto, such as jiay «htdi u relevant to manT services. The 
T^i js that rt IS UDposs'ble to catcoJate the true and coeipJete 
cw of a^ raiticuUr aemcj^ an cimous h.i>*cap m enuayns 
TkT?' Coepar^ ts ibcfebr nade more difficnltT— J \\ HiRs. 
J »» Famee ej CmraunnJ ^ jji 
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derived, collecting agencies and funds to which receipts are 
credited. Under sources ivould come revenues, borro-tvings, 
liquidated assets and sometimes currency manipulation. 
Revenues are further subdivided into tliose from taxes, 
fees, privileges, services, sales, interest, etc, Classifi^tion 
by collecting agencies is simple but not helpful, if more 
Uian one tax or duty is collected by it. Classification by 
funds is required where all moneys do not go into a general 
or consolidated fund'. Expenditure is classified on five 
bases; according to functions performed, tlie agencies or 
organisation units , responsible for the services, the objects 
and character of expenditure, and funds from which 
particular expenditure is financed- Classification by 
function is not logical ; as it is often the mere product of 
historical accident, or of tlie manipulations of influential 
politicians who wish to increase tlieir prestige by magnify- 
ing tlieir office, or even of tlie mutual jealousy or vested 
interests of officials. Classification by organisation units 
lacks uniformity but fixes administrative responsibility for 
expenditure on a particular department, and is therefore 
essential for financial control. Tlie classification by objects 
gives great uniformity but is liable to great difficulties in 
accounting and statistical analysis.^ If expenditure is 
divided into current expenses, fixed charges and capital 
outlay, then ive have a character classification and it sen’^es 
to distinguish operation and maintenance expenditure 
from fljat ivhich increases outlay. When expenditure is 
classified according to the fund from which it is met, we 
have a classification of expenditure by funds. 

The summary, statements. „ of estimates are useful tc 
take in tlie whole situation at a single glance, as it were, 
and to know tlie relative costs of tlie different services. 
The budget speech gives life to the dry bones of budgetary 
facts and figures, and by a simple and summaiy presentation 
of the budget helps to rouse public opinion on the budget. 
The budget speech is one of the most important items of 
the budget session ; both the legislature and the people look 
fonvard very eagerly to it. Where there is only a message 

i. Such a classification by objects is applied in some states of Australia. 
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from Ihe Chief Executive UcUd on to the estimates the 
ps)chologieal value is lo«t, ercn tliough otherwise it 
be a first rate contribution to the budget procedure J.h®_ 
budget epeech coiers the estimates. o{ revenue and expcndi 
lure, deals witli ihe-JHancial proposals of the government 
for revenue ’oT well as capital expendimre an d tva ^s.dtiQ:;. 
mear^of operations and summarfses the financiaVposiUon of 
die government The revenue and appropriation bills form 
a'^sortof corollary to the above , they are the inslnimcnts 
through which the legislature will pa»a judgment on the 
executive s plans and declare its wuhes. 

The form and contents of a budget must aim at gi'mg 
the financial plan Hence attention has to be paid to 
comprehensiveness and arrangement, and to general budget 
summaries Hence al<o the need to decide on the type of 
budget that is most scientific and useful 


BuDCETABT CONTJlOL 


The problem of control is both important and diOiculL 
Tliere must be control at every stage of budgetary 
procedure and this control muM be effective and free from 
complications A s)«tcm of control that is involved and 
complicated will lo^e mudi of its value , for administration 
ought at all stages to be simple and straightforward In 
addition the system of conlrol »o far as this work is 
concerned must be suited to a democracy If the problem 
of budgetary control is at all limes difficult, it is much more 
diEcult in a democratic country 


T^e system of control ui financial administration has 
two objectives in view— ^economy, and, efficiency m deteiv*' 
mining what should be done and in executing it. For lhi| 
ei^ responsibility is fixed on «!ome department or officials^ 
Who are required to keep accurate accounts of all their 
transactions , and thus Jiy means of responsibilily and 
lawunUbility, control is secured For economy and 
eman cy iJiere is great need for perspective, that is for 
all governmental aclmties m one sweep, «o as to 
just and equitable m giving diem their due importance. 
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Consequently central control is an essential to tvise expen- 
diture. In efficient administrations tliere is a hierarchy of 
officers for die purpose of rigid supervision, control and 
accounting at all stages of die budget, from die initial 
estimates to final expenditure. Furdier die j:ontroh 
be real, by an officer who is Jntelligent but 
subifict t o re yision„and^ control, _ 

Tlie different stages of control are divided between the 
executive _and the legislature. Tbe_exe^utiye _sliqiiH ^control 
the administration. In the first stage of estimating there 
is diiefly administrative control tiirougli the heads of offices 
conceme^.^fffIre”'danger"t6 'b'e"'a\wded here' is diat of a 
iRTrfovT oudook. The estimates are next revieived by the 
heads of die various government departments chiefly with 
reference"to"*‘polidy;' yet tliere is room for real scrutiny. The 
third stage is one of review and co-ordination, ivhich is 
undertaken in die first instance by a Finance or Budget 
Department but ultimately by die executive. When the 
estimates have gone dirough diis revieiv, diey are placed 
before the legislature for discussion and approval, a pro- 
cedure •which is essential to budgetary conti'ol in a_^ 
democracy. The legislature ^examines the estimates either 
itself or through committees, and the sanctioned estimates 
are put in die form of appropriations. The budget is then 
formally ready for being put into execution. 


Wlien die budget is being carried out, once again 
, executive and legislative checks come into play. Transac--' 
Itions are_ recorded Jn, hooks o£. accounts and die executive 
swatches die progress of the budget from day to day, fi’om 
week to week. An g.udit__prganisatipn brings all^ 
irregularities to the notice of the executive authorities, for 
regularisation. At the end of die financial year it reports - 
on' dfe^kccounts to the legislature, which^ conducts investiga- 
tion dirough its committees to see if its orders have been 
faithfully carried out by the executive. 

Tlie importance of public opinion for budgetary 
control, specially in a democracy, can never be overrated 
as a great controlling force. “ It is in their importance to 
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this ultimate authonlj— the electorate— that budget pro- 
cedures, m the course of iheir development find their 
greatest constitutional significance** Public opinion mu«t 
be a sort of forum to make llic eteculue and the legislature 
responsive and responsible to the will of the people To 
enable tlie public to pass judgment on such intricate and 
difficult fpie'tions as finance the different problems must be 
stated in such a wav as to give as clearly and simply as 
po«®ible the i«sues rai ed by the general policy of the 
government as well as b) «eparate piopo«als 

One danger connected wnlli control muet be carefully 
avoided and tha» i^r^idilv At all limes control ough' 
to be consistent with the u«e of discrclioa The legislatun 
«hould realise its capacities and its di abilities m its 
dealings witli the executive and the executive in turn vvitli 
■ the adminiatraUon The lepslatute is not fitted for 
example for detailed control and therefore, should not 
take over ia«ks winch call for such control The execuUto 
must leave to its admmiMraiive officers the more detailed 
a«pecu of financial administration, reserving to it«elf all 
decisions on policv and major cases of administratire 
procedure Di« relion is e<«eniial m daily administration, 
and control from above mu»t alwa>-s take note of that fact 
We have spoken above of accoimlmg and audit as a 
means of control In the following chapter we shall go 
into details on thi, subject showing how control is exercised 
by a good system of accounts and rejiorts and bj an 
independent and capable audit organisation 

Geveral Cov'iderations on tue Budget 
In conclusion in this «ecUon are outlined tlie various 
factors affecting and the political, social and economic 
significance of, the budgrt , so as to afford a complete 
idea of the very important, in fact central, place which a 
budget and budget system bold m the financial 
administration of a country 

n "tjinjhen cj Cr^<3l Dntom p. 16. 
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In tlie constitutional and legal field die budget is 
conditioned by die respective powers of the executive and 
the legislature and die statutes of die country. The 
constitution and the law provide^ a groundwork and frame- 
work on which the budget rests and mdiin which it must 
work. The constitution gives die relations between the 
executive and the legislature, prescribes certain fimda- 
mental budgetary regulations such as die financial 
statements for every year, etc. The United Kingdom is 
■unique in diis respect. Some of die basic features of the 
financial system are expressed not through the law but 
dirough die standing rules of die House of Commons, e.g., 
that every appropriation or taxation measure must be 
recommended by die executive, that die members of the 
House may reject or reduce but never increase an item of 
expenditure or revenue, etc. 

The constitution, as we shall see in a later chapter, even 
gives die essential elements of budget control, specially in 
federal governments where die constitution is witten and 
detailed. The constitution expresses die political ideas of 
die people and the political patterns of their choosing, and 
therefore plays no mean part in budgetary procedure. The 
American theory of the separation of powers and of checks 
and balances has had a far reaching influence on the budget 
system of die U.S.A. Till recendy diere prevailed in that 
•country what may be termed a legislative budget ivith an 
almost direct control by the legislature over the adminis- 
tration. The executive was hardly in a position to unify 
budget proposals and estimates into a balanced plan. 
Further the practice of mandatory appropriations deprived 
die budget of much needed elasticity, and established too 
rigid a control ; so that the executive could hardly use its 
discretion to preserve die budgetary balance in times of 
•stress and strain. The law also plays an important part 
in budgetary matters. Hie Budget and Accounting Act 
-of 1921 made provision for a budget sj^stem in the U.S.A. 
But perhaps more important than the letter of the law is the 

3. Budgetary regulations are merely a mass of laws and conventions, 
in which the latter are perhaps the more important. 
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spirit m ■whicl. the budget syJem is woiW oud tie 
comenlions lhat are the result of that opiriL Tlie Eiiglish 
budget sjstem is based almost entirely on conventions and 
yet it la said to be the most efficient system so far devised 

Tlie form of government also affects the budget system 
In a federal slate tliere are a number of governmental 
authorities, and therefore financial planning for tlie vvholei 
nation is less effective tlian in a unitary state where th^ 
national government assigns powers and functions to the 
smaller bodies The problem of interrelations' in a 
federal slate has never been successfully solved and u is 
doubtful whether it ever will One difficulty is that of 
mamtainmg minimum standards of administration in the 
constituent units of a federation, for each unit within the 
constitutional ambit has full autonomy Another is that of 
preventing overlapping of services between national and 
other governments vvith consequent duplication that is 
obviously uneconomical This is a problem m personnel^ 


The political significance of the budget is apparent. 
Battles «cianible for power to carry out their programmes, 
which ate effected by manipulating tlie budget Secondly 
the party system affects the budget on its control side A 
two party system gives a «tn>ng executive and a keen 
opposition The executive that is ba^ed on a coalition is 
never so powerful as an executive chosen entirely from a 
single parly Unity of opinion on essentials is a pre 
requisite for framing a unified financial ploji On the 
other hand there is tlie danger that the majority party, 
conscious of lU voting power, may ride rough over the other 
parties Theoretically the correction of such a situation 
lies m a change of public opmion m favour of another 
party Difficulties, however, arise when partied are formed 


1 Bom firarai! and admimstiatiTC. In a ftderation there n 

prognmioe for the centre and the consUtucnlm^ 
pre-a«OTOmy umty ol adnumsiraUon has been very 
tn rtmntaimng good standards. The const tnUon also r 
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on a horizontal basis, or when tliey do not cut through 
different social classes and creeds, as in India. 

From the economic and social point of view die 
importance of die budget can hardly be overestimated. The 
budget is an instrument for sound finance but it may be 
abused. Window dressing to produce balanced budgets is 
not uncommon even in our own day. An unbalanced 
budget as a continuing phenomenon is a sjTnptom of 
financial instability. Borrowing is an easy way out of 
difficulties but it is not necessarily a healthy way. Again 
expenditure may be productive and unproductive ; but 
it makes a deal of difference to the well-being of a people. 
It has been the continual complaint of die Indian legisla- 
ture. for instance, diat the government spends too much on 
defence services, too little on beneficent or nation-building 
seiwices. Still again die budget may be an instiaiment for 
carrying out long teim planning. Tlie five year plans of 
Soviet Russia, die New Deal of Roosevelt, the schemes of 
economic planning advocated in so many places and by so 
many people — all diese are operated dirough die budget. 
As Gladstone^ said in his time “ budgets are not merely 
affairs of ^arithmetic, but in a thousand ivays go to the root 
of prosperity of individuals, the relations, of ..classes and die 
strehgdi of nations.” V 

Finally, attention must be draira to die technical 
aspects of the budget. There is the stage of estimating and 
framing the financial plan ; diere is die stage of carrying 
it out where again certain devices must be employed ; and 
lasdy, die stage of accounting and auditing. .AR -these, .are* 
technicaL.process_es _and_require, teamed .and -capable-meni 
and hence - well-qualified staffs -to--aid_..and„.advise™th^ 
executive and the .legislature. Among such staffs, the staff 
of die Finance Depaitenent or Treasury and that of the 
Audit Department deserve to be singled out. 



CHAPTER II 

BUDGET PROCEDUKE 

TnE preceding chapter was deroJed to the piinciples 
underlying the budget , here budgetary procedure and the 
principles governing such procedure ate dealt with On 
principles there is substantial agreement But as is to 
expected in actual lile there arc wide divergences in the 
melliods followed by the different govemmenls, and tins 
chapter attempts to compare and ctaluate some of tlicm 
Whatever be the details, hoviever, ive may distinguish 
four well marked stages on which all aulhotilies ate agreed 
Terminology differs, but we may call them (a) Uie prepara* 
Uon of the budget, (b) the legislation of the budget, (c) 
the execution of the budget, and lastly (d) the reckoning of 
the budget or tlie auditing of accounts In tlie Crst and third 
the executive is prominent , in the second and fourth it is 
the legislature that has or «hou]d hate a dominating position 
In the first «tage tlie estimates are collected, ctitici*ed and 
then consolidate into a financial p^an The second stage 
involves the consideration and the voting of the plan by the 
legislature The carrying out of the budget as authorised 
15 the third stage , and the review and scrutiny of the budget 
as earned out is the last stage Each of the'e stages is now 
conaideied aX some length 

A. PrrpsRUoB o{ the Budget 

Govemmcnl finance turns upon the pivot of the budget. 
The budget is essentially a financial plan and, therefore, like 
every other important plan ought to be prepared with care, 
foresight and intelligence Four tpiesXions sum up what must 
be considered when prepanng the budget (1) who should 
, prepare it, (2) when should nhe prepared, (3) how should 
it be prepared, and (4) what should it contaui * 

The answer to the first will treat of budgelaty inttiative, 
1- ct Rene Stn»«ci, Ttie ^ 
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of tlie relative merits of executive and legislative budgets, 
and of tlie different agencies, principal and subordinate, 
ibat must co-operate in framing tlie estimates. Under tbe 
second and third questions will be discussed the suitability 
of the time for foimulating the estimates, tlie metliod of 
estimating revenue and expenditure, and tlie procedure for 
tlie consolidation and review of estimates before they are 
incorporated in tlie final budgetary plan. The answer to the 
last question 'will indicate tlie quantum, quality and presen- 
tation of the information which tlie legislature must possess, 
before it can intelligently and in a responsible manner vote 
any revenue or appropriation measures. 

Budgetary Initiative 

Tliat the executive agencies, office by office, department 
by department, should draw up tlie initial estimates of their 
respective requirements is obvious. But tliat die executive 
should formulate a unified, comprehensive and balanced 
plan of income and outgoings, even though favoured by pro- 
minent autliorities^ in aU countries, did not figure in the 
financial procedure of the U.S.A. tiU so recently as 1921. 
And furdier that tlie executive should not only formulate 
but also defend and accept full responsibility for its budget 
before the legislature is a moot point even today, and is 
conditioned by constitutional laws, conventions and usages, 
and still more by tlie traditional financial practices of a 
nation and state of public opinion. The budgetary practice 
of the U.K. and the Dominions, of France and tlie U.S.A. 
are a sufficient comment upon this point, as will be shortly 
evident. 

Opinion is growing, however, that tlie preparation of 
the budget is properly a function of the executive and not 
the legislature. “ From a theoretical standpoint,” says A.E. 
Buck, “ tliere are no valid arguments against tlie executive 
taking tlie initiative in the formulation of the budget.”^ It 

1. For example : Higgs, Hilton Young and Hills in England ; Rene 
Stourm, Gaston Jeze and Allix in France; Adams, Cleveland, Willough- 
by and Buck in the U.S.A. 

2. The Budget in Governments of Today, p. 79. 

4 
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w outside the proper scope and bejond the competence of 
members of legislatl^c assemblies to frame estimates and 
draw up a balanced plan ^ TTiey are more interested in 
politics, and should be more interested m policy, than ad- 
ministration ; tliey are compelled to look first to the needs 
of their respective constituencies and then to the national 
interest and uelfare, for they must on the one hand fulfil 
the pledges made at the last election, and on the other, 
secure tlie goodvsill of the voters for the next. They are far 
removed from the pulse of tiic administration and, tlierefore, 
hardly in a position to understand its needs or evaluate tlie 
requests from the different departments. 


Besides, if the executive which administers and executes 
the budget with its army ol officials is not utilised to prepare 
the budget, the executive is not giving the nation all it can 
do and is adequately equipped for Consequently, economy 
13 sacrificed without there being anv likelihood of a more 
accurate or equitable budget.^ The executive precisely 
because it is better acquainted with details, will exclude 
impracticable theories which look well on paper, hut whicli 
cannot be realised m practice and concentrate its energies 
on the formation of a practical, harmonious budget in whicli 
toere is a balance between the esUmaled and the executed 
budget as well as “ a just apportionment of tlie aggregate 
of public expenditures to the various lines of public 

2. Hfnce the emphat c assertion hv Rene Xtmn-n. n 'ru . 

can and should do this executive atone 

ment. reaehmg ArJugh ** of the gotem 

umt the executive loore than”Miyo^,l^^"’““°" *'* sniallest 
public needs and wishes lo anpt^^ " Pos'Uon to feci 

accord ngly to calculate the comparative merits and 

needs .^\nsh“ ,,^1/ desi^SS ^ of these 
as well possibly title/ ex^t" 

extensise and impartial a view of ts» but nobody can have so 

can adjust the confl etieg interests ^ 'hese details, and none 
ptMsioa lloreover the executive, chartred J .iT'lu^ confidence and 
b'rfget IS compelled. Ihroi^h^Sc^^ ol the 

b) prepare the finanaal plan ai wdl responsibilities 

H 

. F »10. 4 Ibid., p. 115. 
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Estimating and tlie framing of a budget plan require fore- 
casting of expenditure and particularly of revenue, a 
knowledge not only of the needs of government and tlieir 
cost, but also the revenue that is likely to be realised. It 
is the executive and not tlie legislature tliat has tliis double 
knowledge, and hence best fitted to perform ‘ the nice and 
delicate operation ’ of balancing the budget. 

In practice llie powers of tlie executives of different 
governments to frame tlie budget plan vary considerably. 
The Dictators possess tlie fullest power over the budget. 
With tlie help of their parties, tliey not only formulate, but 
also authorise it fully — tliey determine the budget com- 
pletely. In Italy it is Mussolini and his Fascist Grand 
Council ivho give die general directions and lay doivn die 
policy to be followed, though details are worked out by the 
Finance Minister and his department. In Soviet Russia die 
Political Bureau of the Communist Party plays an impor- 
tant part in shaping die general budget polic3% while a 
combination of political and government agencies enable 
die annual budget to be linked and co-ordinated widi 
economic planning. In Germany Hitler and his Nazi party 
have complete control over the budget. The Reichstag is 
a puppet body which gives its assent to whatever is laid before 
it. 

In democratic countries, it is die legislature diat 
finally audiorises the budget, and the executive may eidier 
possess limited authority in formulating it or sometimes 
function as a mere advisory body entrusted with purely 
clerical duties. Of aU the executives of governments based 
on die parliamentary model, the British cabinet enjoys 
the broadest powers in dieory and almost complete power in 
practice, for the cabinet is but a committee of the legisla- 
ture, in normal times of the majority party in the House 
of Commons. Certainly, over expenditure die control of 
the cabinet is absolute. A defeat on expenditure estimates 
means die resignation of die cabinet, followed occasionally 
by a dissolution of the House of Commons and an appeal 
to the country. On taxation measures the House of 
Commons retains its former control ; over expenditure it 
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has abdicated its power in favour of the cxecuUvc. 

Bill il Bie cabinet cnioys grc« aulhorit), it ■'J''’ 
to bear a heavj rerponsibiliU . for to remain m oHice me 
cabinet nnii,t <0 prepare the budget tliat it mil not onl) meet 
vtilb the approval of Parliament but al o prove cUtetne in 
practice ^ot an easy task specially when there is an 
‘ Opposition ’ ready to make capital of any flaw tliat may 
occur , in fact an exceedingly difficult U«k during periods 
of economic depression 

The Dnlish cabinet not only po8«es-cs budgetary 
initiative, hut gives the budget, once formulated, united 
support in the Hou«e of Commons Tlie cabinet is jointly 
responsible for the budget produced , it ‘lands or falls by 
« More than this, no revenue proposal or cipendilute 
can be brought forward by a member of the House of 
Commons unl««8 he secures the endorsement of llie execu* 
live The House of Commons may reduce or reject an 
estimate, it cannot increase it ' And all these powers, it 
will be clearly seen, enable tlie cabinet to produce ti 
balanced plan and m large treasure to control lU The 
Dominions of tlie Briti h Oimmonwealili closely follow the 
British model 

In marked contrast to the BnU*h cabinet is the 
Fwrwb mviwsVty also prepares Wdgct plan , knA As 
powers of control over tlic budget are limited Unlike tlie 
British cabinet the French cabinet is not jointly responsible 
for the estimates put forward It is not unusual even for 
a cabinet minister to oppo‘e the estimates of a colleague of 
his The Chamber of Deputies and the Senate may change 
the budget plan as they deem suitable and on occasions they 
have even substituted a new one The French executive has 
the Tight to prepare the rniUal financial plan , thereafter all 
depends on the personality and sVall of the ministers in 
seeing it through. The difference Letween Uie powers of 
the British and French cabinets is a good example of the 
influence exerted by the party system on the budget In 
England a parly usually does not take up office, unless it 
1 Role 6$ of the House o{ ConnnoDs. 


BUDGET PROCEDURE 


53 


IS sure of a majority in tlie House of Commons. Coalition 
governments are rare. In France, as the multiple-party 
system prevails, no single party by itself ordinarily com- 
mands an absolute majority in tlie Cliamber or Senate ; and 
a coalition cabinet is never in a strong position to pursue 
its oivn policy. 

In Germany under tlie Second Reich the Chancellor 
dominated the cabinet, and as tlie Chancellor was 
responsible only to tlie sovereign who alone could give 
audiority to law according to tlie constitutional principles 
of tlie country, tlie right of members of tlie Reichstag to 
propose finance bills ivas of no avail, unless every measure 
voted by tlie Reichstag was accepted by tlie Imperial 
Chancellor and made a government measure. The result 
of this centralisation was a harmonious balanced budget. 

In Switzerland, hoivever, which is perliaps the most 
democratic of countries it is very interesting to note that tlie 
executive is unique ; it performs a purely clerical function, 
that of bringing estimates before tlie finance committees of 
tlie legislature. Tliis is in strong conti-ast with tlie British 
procedure, where the cabinet regards an adverse vote on 
expenditure estimates as a vote of no-confidence. Considera- 
tions of mere prestige are not alloived to dominate tlie 
Swiss financial system.^ 

In budgetary matters tlie U.S.A., of all tlie advanced 
nations of the world, was till 1921 ti e most backivard, for 
it possessed no budget at all in tlie full sense of tlie ivord, 
till tlie passing of the Budget and Accounting Act of tliat 
year. Those who opposed budgetary initiative by the 
executive said that such a privilege curtailed tlie power of 
tlie legislature unduly and was against the fundamental 
principle of the separation of powers. Those who favoured 
an ‘ executive budget ’ argued that the legislature was 
imable to prepare a properly balanced financial plan, and 
that in budgetary and administrative matters, executive 
leadership and responsibility were essential. They proposed 

1. The importance of this will be better appreciated when Jhe functions 
of the Estimates Committee are discussed. Vide Cli. II, Co-operation 
between the Legislature and the Executive and Ch. X, The Legislature. 
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changes withm the consUtutional slrucluie, os iheir chief 
aim was cooperation between the e’iec«ti\e and Uie icps 
lature nhicli was strangely lacking in their system Alter 
1921 ilic execuUve received the power to draw up a baUnceci 
financial plan Howocr m about one third of the states 
the legislative budget’ still continues 

At the present day the framing of the budget is 
entrusted to tie President who performs his task through 
the Bureau of the Budget Bui the privilege o! delendii^ 
the Ludgcl Wfore the legislature has not >ct been granted 
to the caecutive and is viewed witSi suspicion as lrnn*gre«sin5 
the principle of the separation of powers on which the 
United States constitution is built 

Budcetaiiy Acesoes 

While the executive may be entrusted with tlie 
responsibility of framing the budget plan yet the actual 
details are left to a special deparlinent. generally the 
Finance Department or Treasury or Budget Bureau 

The cabinet is concerned chiefly witli the laying down 
of policy , it IS for the Finance Minister and his staff to see 
that this policy is earned out with the greatest economy, 
accuracy and efficiency Here again a point must be noted 
unless the cabinet is strong, the Finance Minister cannot be 
strong Compare for instance the British Chancellor of 
the Exchequer and the French Finance Minister The 
former revises estimates from the oilier departments, and 
no estimate is included m the budget unless it has received 
his departments sanction It w only a cabinet decision 
that can oveiiule biro The latter bas no sucb powers It 
13 his business to bring the estimates logellier , there is no 
rule that hts prior sanction is required before estimates are 
consolidated into the b idgel It will thus be apparent that 
the hegemony of the Finance Department makes for 
economy and harmony of the budget. Much depends of 
course on the skill and personality of the Finance Minister 
and 4e principles he follmre His task is not an easy one , 
lot the quabues he needs for its successful accomplishment 
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are manifold.^ 

Beliind the Finance Minister is his department of 
shrewd and experienced officials and trained staff. The 
Finance Department has a sort of priority over otlier 
departments ; for that very reason foresight, sympatliy, good 
judgment and a sense of justice should be among the virtues 
possessed by the men who form such a department. The 
Finance Department is entrusted wnth all aspects of gov* 
emmental finance, not merely tlie preparation of the budget. 
But on tlie preparation of the budget will depend to a large 
extent most of its other activities. The collection of taxes 
and duties, and of revenue generally, is a function of that 
department. It is because of diis function lliat tlie Finance 
Department is primarily responsible for producing a 
balanced budget. It knows tlie income that may prudently 
be expected ; it is tlierefore in tlie best position to see that 
expenditure is kept ivithin tliat limit. Further, usually not 
being concerned itself ivitli expenditure, it can be more 
impartial in evaluating requests from other departments 
and tliereby make its power effective. On die quality of 
die Finance Department will depend die quality of die 
budget presented to the legislature. 

As between die cabinet and die Finance Minister, so 
with die Finance Minister and his department. If die chief 
is strong his department can be strong ; if die chief is 
like eveiy odier minister, then the Finance Department 
will be litde more than an intelligent clerical department. 
As was remarked above, the British Treasuiy has effective 

1. Speaking of the Finance Member in India, who is often a Civilian, 

G. Findlay Shirras says: “He has to bring to the task of public 
finance a mind keen and alert; an intelligence trained in the best 
schools, a natural capacity for business, a genuine and practical 
sjTnpathy with various communities, especially the mercantile com- 
munity, and a keen desire to be up and doing. He must be, as Lord 
kforley would have said, a paragon. A Finance Minister is not 
merely a veritable lion of the Treasurj'- but also a vigilant guardian 
of the public purse, who upholds the arms of the Government in its 
annual struggle with the Amalekites in Budget Debates. He is some- 
thing more than a framer of taxes and manipulator of budgets. He 
must never resist the dictates of commonsense, and must show a 
readiness to meet criticism and an anxiety to win his point by carry- 
ing conviction that is not always found behind an official waistcoast.” 

— Science of Public Finance, Vol. II, pp. 949-SO> 
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powers o>cr cslimnlcs sulunittwl f\tn to 
reiectins proposals wiJiout aosipning reasons llie Ircncn 
Finance Department is acfmilcly wnk . it w\y Tcmon* 
strate or call attention lo the need for airtailing 
expenditure, but it cannot reject am c«timntc.s To mate 
matters worse from 1931 in addition lo the Hnance 
Minister tlicrc wa« appointed lor political rensons a Minister 
of the Budget Tins plural executnc, as ibc French term 
It, can hardly miVe for harmonv and has been fCNCtcljr 
criticised The nio«t serious drawlxck is divided rcsponsi* 
hility, as both ministers slnrc the re«pon«ilnhty for the 
preparation of the budget In the U5 \ the President l* 
assisted by the Bureau o! the Budget which, though includeil 
in tlie Treasury organisation, is >ct directly sulmnlinatc to 
him The Director of that Durein laVes Ins inrtniction* 
from the President, and is cnlruMed with the framing of n 
balanced budget The Treasury is now limited to revenue 
and financial functions, Uie General Accounting Office lieing 
lesponsible for the booh beeping and auditing Constitu- 
tional difTerenccs account largely for the contra«i lielwecn 
British and French practice and the American 

It 18 obviojs that the Finance or Budget Department 
will hardly he able to frame complete budgets without the 
assistance and co-operation of other departnicnls In fact 
the Finance Department is diiedy concerned with llie 
balancing of the budget and for that purpose consolidates 
and reviews budget estimates submitted by other depart- 
ments If the task of enforang economy is left only to the 
Jlnance Department, little or nothing will be achieved ; 
for economy must be practiced in tlie initial stages of 
estimating It is there that economy is most easy and most 
effective The heads of departments are the principal 
estimating ofRcers and beat full te^ponsihilrty for the policy 
implied in the estimates, which they review and consobdate 
telore submitting them to the Finmce DepartmcnV or the 
Treasury As the departmental head assists the Finance 
yepartment, so the heads of officea or establishments have 
to assist the deparlmCTilal head There is thus a regular 
nierarchy for estimating renewing and consobdaUng, the 
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object of such a procedure being to rfiniinate wasteful 
expenditure and enforce economy as far as is humanly 
possible. 

Hie practice of tlie U.S.A. till 1921 in this respect was 
unique ; for departments sent Uieir estimates and reports 
to die legislature independendy of die Treasury or the 
President, thus making the report of die Secretary of the 
Treasury a mere clerical compilation. Now, hois’ever. 
Congress will not entertain any request from a department 
unless it is recommended by die President This makes 
for unity in , administration and for budgetary balance. 

Time of Preparation 

Tlie next question on die preparation of die budget 
bears on die suitability of the time for getting die estimates 
ready. Given the country’s fiscal period, die budget should 
be prepared as near as possible to die commencement of 
die fiscal year to ivhich it relates. Estimates in France 
have to be got ready from twelve to fourteen months 
before diey actually go into operation. In the U.S.A. 
the gap is of seven niondis. In our own comitry, 
as in England, less than five mondi? elapse from 
die first, handling of estimates by the Finance Department 
to dieir presentation to the legislature, diough of course 
offices and establishments are required to commence their 
budget preparation somewhere in die month of August. 
The closer the estimates are to die period to which they 
relate, the more accurate they are bound to be, for ividi the 
lapse of time uncertainties increase. If die estimates are 
not fairly accurate the need for supplementary estimates 
will arise ; and once supplementary budgets become a 
normal feature of the financial procedure in a country, 
estimates are ivorse than useless. T^diat departmental 
officer will take care to see that his estimates are exact, if 
he know's diat later on in die course of die year there is 
bound to be a supplementary budget ? 

The date of commencement of the financial year is 
more important in die case of revenue than of expenditure, 
and specially where revenue is derived largely from 
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agnculture and therefore gaiherttl irj at almost 
penods * Unless the date cliosen is eucJi as wtU the 
Finance Department an opportunilv jntclligentl) to 
the revenue for the >ear. the budset estimates wjD ^ ® 
mere gamble, as the estimates of Tesenue in India, >*hicb, 
as a Finance Member once r«narL*d. are *a pmble on 
the monsoon’ Besides take such things as war or w 
economic depression Hicy base altrosl alwa>« nec«''laled 
a supplementary budget.^ Expenditure, it is true, can lor 
the greater part be fairly well estiin<ited and it is possible 
in extreme cases even to cut down expenditure by t pobc/ 
of drastic relrcndiment Yet m limes of war and acute 
distress an increase m expenditure u inerilable lienee the 
necessity to prepare estimates as neat as possible to the time 
uben they are to be earned out, 

llovicver in most countnes the date of commencement 
has been fixed by hi«toncal accident and continued by •beer 
custom France and the U S A ate two examples, where the 
dates were dianged more than once to suit budget estimating 

Framing toe Budget Plan 
VThile the Finance Department or Treasury is respon 
sible for the budget, every department and every office has 
to supply the recpiircd matetial Tlie fbtm. m which, this 
material is to be supplied is determined by tlic Finance 
Department or Treasury in consultation vxith the accounting 
and auditing autlionties of the country Although the audit 
by an agent of the legislature is pnmaril) an ‘ appropna 
tion audit , the accounts arc so worked up as to lead to an 
easy compilation for that purpose a« vrell rs for adminis 
trative convemence The fonn toe esUmales contains many 

l Land >1 Inda, lor ixampJe, flacteUes widely beeause of 
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prevails m India Heads of offices scnil fficir estimates to 
higher officers, llic Conlrolling Aulhanlie*, Mho perform Uic 
same funclions of scrutiny and consohdalion as the officers 
subordinate to them but from a Hidcr point of view Lastly 
die administrative department in the «ccrctariat ^ruliniscs 
all estimates coming from heads of offices and llicn forwards 
tlie consolidated slateracnts Midi its rtmarLs to die Finance 
Department The Treasury in England the Budget Bureau 
in the U S \ and die Finance Departments of die Brill B 
Dominions and of our country arc Uie final departmental 
audioriUe;:. on ealimaUs All appeals from the Finance 
Department he to the cabinet or President Tins «)sleni 
alloMS of a number of checks before the estimates arc 
formed into a budget The auUionlalne control of the 
Finance Minuter and his Departme t is a sine que non not 
only for a united but aUo a balanced, accurate and 
economical budget 

Along Midi detailed estimates Mhich are framed by the 
organisation unib of die admiiusti’oiion and expressed 
usually in terms of objects, group* cf allied objects, lines 
of performance or functional relation hips, there is also a 
great deal of supporting data Part of this supporting data 
IS given in the particulars columns of estimate forms , in 
cases Mhere statistical or other data arc required, dicre are 
separate schedules and notes that follow die estimates For 
revenue estimate* the e ‘latisUcs are very important For 
certain stale undertakings cost data and cost accounting are 
essential Revenue estimates are pre*enlcd by die agencies 
that collect them and are framed according to the sources 
from whidi income is denved 

IypOBTA^CE OF AcCUBATE EstIUATINC 

Either estimates are accurate or diey are not estimates 
at all. but just guesses If estimates go wide off the marl, 
the budget becomes a failure and calls for a correcUve in 
the form of a supplementary budget Estimating demands 
trained men, men with experience, intelligence, sound 
judgment, an ability to read the future and smeenty 
“Wisdom enables those engaged in prepanng die budget 
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to see tlie future clearly ^tl°e truth when 

Stounn, two qualities go hand in 

tiiey have ascertained it. “ ^y quality which im- 

hand.”l Experience is ^1=0 a nece- ^ 

proves wisdoni. Some es • .^ ^ -f^ir knoivledge of 

matter of arithmetic, others ^ 3 ,.° gtill 

events, sound i“'isr"Srl“E“on’ o£ a trained staff. 
Olliers winch require al budget are accuiate. 

Unless the estimates that fo m „al be what 

there can be no P ’ Eave such budgets 

are called manipulated budgets are no index 

is to destroy a financial sys • members of die 

— - ••■“" “ *• 

■or war or catastrophe wil ei 7 ^fj^^ds diese difficulties ; 
the budget. Everyone e^^i y miscalculation making die 
what is objected to is Ij^bitua ^ feature of the 

use of supplementai-y budget, a norma 
financial procedure of die country. 

Methods of Estimating ^ . 

Revenue estimates b^ve, of is 

by the Finance or repare * diem, chiefly the 

the revenue departments P g nd Excise, in 

Statistical Office of ^e Board of Lustom^ 

France the Ministry of ^ Iqj. tlie Bureau of the 

Divisions o£ the Treasuiy Depar^n^fo^^^^^^^^^ j 
Budget, in India at Finance Department and 

Revenue which forms pa rj^nartment Three methods 

in the provinces the Rf mlod. the method 

have been in use: ^e^iod o£ direct value- 

of average increases an p but is very melastic. 
tion. The first is employe -nenidtimate year.” By this. 
It is called “ the mediod o j„e{; year are simply the 

method the estimates for recendy completed 

actual revenue receipts o 

1. The . Budget . P- WO- 
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financial year, Uiat is, the last but one ptccciliiis the budget 
year The drawback of tliia roclhod is Uiat it assumes a 
stationary period It produces undcrcsUmales in times oi 
prosperity and oierestimales in times of depression * , 5° 
tlic French tried to base them on tlie actual receipts of the 
iwehe months nearest to the date of framing the budget, 
le the penultimate period would moic six montlis closer 
to die budget year Tlie Frcndi Finance Minister and the 
Parliamentary Finance Gimmiltees approve of ibis melhou 
“ m order to shield their sincerity from any possible 
suspicion”* 

Tlie second method is that of average increases 
and was used in France vshen the previous method produced 
underestimates, as increa«es m revenue from direct taxes 
rose rapidly by leaps and bounds Hence to tbe figure given 
by the pcnulumaie year there was added the average increase 
for tbe preceding dircc, four or five years Leu than 
ten years later receipts, owing to war and other causes, 
began to decline and the new metliod gave overestimates 
larger than iho»c die old one would have given The 
French dien returned to the automatic method How* 
ever, the mediod of average increases has been followed 
by many local and stale govenonenls m the 13 S A. “ The 
averages are appbed to Uie receipts of die last completed 
fiscal year either as increments or decrements depending 
on conditions,’^ and the method has proved successful for 
sources of revenue which are fairly constant or change at 
some given rale from year to year 

The third method is flexible and is used in England, 
Ae US A , Germany, India and the Bntisli Bominions. The 
British Chancellor of the Exchequer is in a very favourable 
posibon as he pre^nts the budget m the first week of May, 
and thus may estimate revenues on the basis of die year just 
ended and widi a knowledge of conditions at die commcnce- 
ment of the fiscal year The method of direct valuation 
depends largely for accurate estimates on the judgment of 

« estimating authorities In England, however, this 
judgment is always ” seasoned vnlh experience and fortified 
' P- 1/3. a. A. E. Buck op. ot, ^ i77 
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Ly statistics.”^ Proof of this lies in tlie fact that in the last 
ten years, in spite of tlie economic depression and uncertain 
business conditions, there has never been a variation of 
more tlian 2.5% between total estimates and total collections. 
In tire United States, however, tire variations have been from 
8% to 24%, and in 1931*32 estimates exceeded actual 
receipts by 47%. 

Methods of Estimating Expenditure 

Expenditure estimates have of necessity to be drawn up 
by responsible officers in different departments, offices and 
agencies of tire government. No doubt the estimate forms 
contain a few instructions, and the comparative figures of 
past and current years may be of some use. But above all, 
estimates of expenditure will depend for their accuracy on 
the experience, judgment and foresight of the officers con- 
cerned. For accuracy too there must be a detailed analysis, 
follo^ving tlie sub-organisational or functional divisions of 
the departments. As was mentioned above, it is during tlie 
preparation of the initial estimates that the greatest care is 
required, for it is at this stage largely that economy can 
effectively be decided upon. 

In framing estimates though the past is of course a 
guide, yet estimating officers have to gauge the financial 
trends of the present and tlieir possible effects in the future 
— a task tliat is difficult but not impossible, for “ special 
emergencies apart, expenditure is well within the field of 
rational prevision.”^ In practice a large part of the govern- 
ment’s expenditure is constant, being regulated by statute 
or administrative rules or contracts.^ 

1 . A. E. Buck, Ibid. 

2 . C. F. Bastable, Science of Public Finance, p. 741. 

3 . “If governmental expenditures are divided into groups according to 
character, namely current expenses (operation and maintenance), fixed 
charges and obligations, acquisition of properties and debt retirement, 
it will be found that the second and fourtli groups can be mathemati- 
cally calculated, that the third can usually be fixed within a maximum 
amount and that only the first group must be estimated on the basis of 
services, quantities, prices and conditions. And even current expenses 
may contain some constant factors such as statutory salaries. Hence 
governmental expenditures wliich must be estimated by indirect pro- 
cesses rather than by direct valuations are reduced to 50 or 60 per 
cent of the total — ^A. E. Buck, Ibid., p. 175. 



64 FINjUsCIAL AOMIXISTHATIOV IN IM)U 


Classification ajid CoNTE^Ts 


Wlial should the budget contain, and how should the 
contents be presented, are allied questions, vihicli have been 
treated at length in the previous chapter Here then it will 
suffice to note the pracUces m a lew countries , for the docu 
ments included in ihe budget vary from country to country 
The French budget is a voluminous document running into 
lisenty volumes and containmg over 6,000 pages of cpiarto 
sue The fir^t volume contains a message from tlie Almister 
of Finance and the Minister of Uie Budget commenlmg on 
their ovm proposals and those of llieir colleagues, tlie text 
of the budget bill (which comprises the general and annexed 
budgets special provisions and means of operation and 
annual provisions), and summary and explanatory tables^ 
The other volumes contain the detailed estimates in support 
of tlie Erst In the U S there is a single document ui three 
general parts (i) the financial plan m a balanced statement 
together wiOi a budget mes«age and summary tables, charts 
and schedules, (ii) the detailed estimates of revenue and 
expenditure comparative and cost dab and general sbte- 
menu on tlie financial condition, (in) the budget bills e g 
tlie revenue appropriation and boirownng measures 2 la 
England under Uic term budget is properly included only 
the speech of the Qiancellor of the Exchequer introducing 
not the estimates of expenditure but the revenue proposals 
after the commencement of the financial year But tlie Book 
of Estimates is m different parts, civil, army, admiralty, 
air force and revenue Smee 1928 the budget has been 
divided into ‘ordinary revenue and expenditure” and 
self balancing revenue and expenditure the first being 
m the nature of a general budget, the second the budget of 
major public undertakings, chiefly the Post Office, which are 
self supporting In India at Ihe centre tliere are tlie general 
Md railway budgets, ibc latter being introduced and 
discussed before the former Estimates of the general 


tfue ^ene ^Vounn. TTie Sa£gtt p. aoo. 

from 1934 as wUn Pres dent Roos^tlt 
»^Urf I » Imdgrt to OcmsTOi that there has been a real balanced 
“maarr oI the budgeU— Tie Buigrt t» CotmmtttU e} Today 
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budget are in tliree parts. Civil, Defence Services, and Posts 
und Telegraphs. 


B. Legislation of the Budget 
The ‘Budget Rights’ 

To prepare the budget is the function of tlie executive ; 
to authorise it is the privilege of the legislature. In botb 
the parliamentaiy and presidential types of government, the 
legislature controls the nation’s purse — a right which in the 
older democratic countries as England and France was 
■wrested from the executive not without a long struggle. 

Till 1921 tlie United States had a ‘ legislative budget ’. 
Several committees of Congress scrutinised die estimates, 
examined departmental heads, who took the opportunity o£ 
presenting dieir requirements directly to Congress without 
die previous sanction of die Chief Executive, and drew up 
all revenue bills and appropriation measures. Even after 
1921, diough diere has been a imified executive budget 
submitted to the legislature, it has sometimes been changed 
beyond recognition before being voted upon, — a feature of 
frequent occurrence in France as well. 

The British Parliament respects the budget of the 
executive by restricting its own powers of effecting changes. 
Executive recommendation is required for all measures 
relating to taxation or expenditure, ivhich further the legis- 
lature may reduce or reject but never increase.^ This x'ule 
prevents the abuses of ‘ log-rolling ’ and irresponsible 
budgeting which are seen in France and the U.S.A. 

The present tendency, however, is “to focus the atten- 
tion of die legislature more and more upon the examination, 
criticism and approval of budgetary proposals submitted by 
the executive, functions which modern legislatures are in 
a better position to perform than frame die budget. But if 
the budget prepared by the executive is at all to be respected, 

1. In India and tlie Dominions such restrictions are embodied in the 
constitution. 

2. A. E. Buck, Ibid., p. loi. 

5 
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tlicrc IS need lo give it power to dclcrmino Uic budget 
paruall) The principle ol cxficuU^c recommendation men- 
tioned abo>o will gi'c It Uic necessary influence m the 
legislature If the executive has taken pams to frame a 
balanced plan it mu»l be adhered to , for were Uic balance 
of reienue and expenditure liable lo be up^ct by any ill* 
formed sudden and comparatively irrcsiionsiblt action on 
the part of a private member, the nation s finances must soon 
fall into wild di'orJcr ^ 

In the Japanese system the executive largely determines 
the budget, as certain expenditure requirtincnL? amounting 
to about tliree«quartcra of Uic national budget may not be 
altered by the Diet witliout Uic concurrence of the cxcctiUve 
In France and Uie U S \ Uie budget* prepared by the 
executive are of on advisory nature, as they mere!) fonn Uie 
basu on which action ma) be taken Tliere have been 
occasions when m France nevr plans have been devised by 
the legislature, as a result of bitter political conflict In Uio 
USA al^a political parties play an important part, /or 
where the executive and die majority in the legislature 
belong to the same party the proposals of the executive stand 
a fair cliance of being accepted 

Another method lo secure executive influence in parba 


mentary governments is to give Uie executive the power 
of dissolving the legislature. In France Uirougli disuse the 
executive has lost this privilege and so has no means of 
^nging iho Qiambers to respect its plans “The hnmcli 
Qianmeis says Jeze “ can vole expenditure as they please, 
lor the objects whicli they consider necessary lo the country, 
in the amounts whidi they detan appropriate for die public 
needs They may ctMte new objecU of expenditure and 
abolish old Dne» The budget m France has been the acid 
test of a ministry s sUengih . there have been occasions when 
three or four mmisuies successively have been defeated on 
the budget. The U.S.A conaUmuon is ba«ed on the theotv 
of llie separiuon of powers and ihc eacenuse cannoL Uieni 
fore, dissolve tJie iegistature 


1 E. H Young Thf of Hm ^ f 

2. Quoted by Bu ^ oi- p. 


P- 57 
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In most countries, however, no matter ■^vhat the power 
of the legislature, the Chief Executive possesses the right to 
veto, not single items, but whole bills. In parliamentary 
governments this power can hardly he used without leading 
to a political crisis. In presidential governments the veto is 
a means of having tlie bills discussed again and passed by 
a solid majority (sometimes tivo-tliirds or tliree-fourths) . 
Even in such countries, however, the use of the veto leads 
to political conflict ; often tlie veto is the result of a conflict 
hehs'een tlie executive and the legislature. In general the 
power of veto is not constructive so far as financial plarming 
goes ; it does not promote or bring about harmony between 
the executive and the legislature. 

The relations behveen the executive and the legislature 
in India are outlined in cliapter VI. Suffice to mention here 
tliat the British model is closely folloived though Giving to 
the lack of full self-govemment tlie executive, specially at 
tlie centre, has constitutional powers to determine a very 
large proportion of the budget. 

Composition ^vnd Po’svers of the Legislature 

All modern legislatures in national states are bicameral, 
the lower house consisting of younger and popularly elected 
members and the upper house of more conservative 
“ elders,” often elected indirectly. Wherever tlie bicameral 
system exists the question of the relative powers of die two 
houses must always spring up. But there is diis special 
difference in the two houses which needs emphasis ; the 
lower house usually possesses the sole right of initiating 
money bills and other financial measures, and a deciding 
voice on them, should there be a conflict with the upper 
house. In short in financial matters the lower house is 
usually supreme. 

In England, for example, the House of Lords has hardly 
any power over money bills, not even die power, possessed 
in regard to other bills, to delay it for t\vo years. Of all the 
upper houses the United States Senate is the most poiverful 
and in practice makes its voice felt. It has often re-wi-itten 
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appropriation and revenue measures ; after it has 

opposed the President also It has neither constitutional nor 
customary restrictions set on its actions. 

Tlie Japanese upper house has almost equal 
with die lower The Canadian Senate is very v>eak. The 
Australian is stronger than most second chambers of the 
Dominions It has the power, not to amend, hut to reject 
money bills In India the present Council of Stale is weak 
but m the federation it will have almost co-ordinate financial 
powers wiUi die Assembl) , in die provinces where die 
bicameral system prevails, the lower house is supreme. 

Hie French Senate may not initiate finance bills But 
on die subject of financwl powers there has been mudi 
controversy between die two chambers It has been conceded 

the S4wat.e wvay reduce appropueUens whvcK liavc heea 
voted by the Chamber of Deputies The Senate now msists 
on restoring items of appropriation whndi the ministry has 
recommended in the original budget but which have been 
reduced or eliminated by the Chamber The Chamber has 
disputed this right for years hut it now permits the use of it 
when the budget is before (he Senate for the first tune. 
These powers of the Senate are a great help to the mmislry, 
which frequently submits to an amendment in the Chamber, 
for It counts on the Senate to restore the original clause. 
The Belgian Senate is not as strong as the French Senate, 
in spile of the similarity between the French and Belgian 
pobtical systems 


The Reichsrat of Germany after the war of 1914-18 was 
a peculiar upper house It neither criticised nor suggested 
amendments nor prevented baste in legislation. It was 
merely a prehmmaty chamber voting on cabinet and other 
measures before they were submitted to the Reichstag which 
could override its decision at any Ume 


Deadlocks under the bicameral system &te likely to 
occur One soluUon is of a joint sitting, as that con- 
'’r If in India Anollier is 

n solnlion nhich is 

very elecUve lo secure eiecntae influence m the legislature 
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but which may luifortunately, as in tlie English House of 
Commons, tend to curtail the powers of the legislature in 
course of time. Tlie Australian method is a combination. If 
tile Senate rejects a bill passed by tlie House of Representa- 
tives, the House may repass it after tluee months, and if the 
Senate again rejects it, the Governor General may dissolve 
both houses simultaneously, so that tlie general election is a 
sort of referendum on die bill. After die election if the houses 
do not still agree, there is a joint session and the majority 
vote decides. In such voting die lower house which has twice 
die number of menibei's as die Senate is clearly at an 
advantage. In the U.S.A. die conference method^ is used. 

The e.xtent of legislative authority varies from country 
to country, and depends considerably on the constitution of 
die countr}’’, die state of public opinion and constitutional 
pracUce. Vtdiere^diere is a Dictator, die legislature loses its 
independence — usually it is packed with members from die 
Dictator’s o\m parly, as in Italy and Germany today. In 
.England Parliament is sovereign ; yet because of self- 
imposed restrictions, die privileges of individual members 
are curtailed ; and diis has a very salutary effect on econo- 
mical financial administration. No member may pi-opose 
increases in an appropriation or tax measure. In actual 
practice, however, even to reduce expenditure items -would 
lead to a cabinet crisis, as die ministry would take such 
reductions as votes of no-confidence. Tlie executive possesses 
die power of dissolving the House and so can always make 
party members fall into line, specially over minor changes. 
As regards taxation, the matter is different. The House of 
Commons may change details of revenue and taxation 
measures widiout precipitating a cabinet crisis. Tliis 
folloivs from the old constitutional principle diat only 
Parliament can vote taxes. 

In France and the U.S.A. individual members of the 
legislature have hardly any restraints imposed on their 
private resolutions ; tliough in a few of die states of the 
U.S.A. diey may reduce or reject but not increase die expen- 
diture proposals contained in die governor’s budget. Hence 

1. Vide Ch. II, Legislative Consideration of the Budget. 
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the many abases %wl]j t^hich the world w familiar, and defects 
in the financial system arising from a lack of adequate 
executiie iniliaU\e m the preparation of tlio budget. 


Co opehation between the Lecislatube and 
TUI, Executi\e 

■When in a preiious section it was said that budgetary 
uiiliatiie ought to he conceded to the executive, it was not 
implied that the legislature and the executive should work 
as watertight compartments One of llic important and 
desirable features of any sound system o! financial admin 
islralion is Uie practice of close and harmonious working 
between the two 

Lack of cooperation is a peculiar feature of presidcn 
Ual govemnienL In die USA there is no member of the 
Presidents cabinet present on die iloor of the legislature 
to defend die estimates and to answer criticisms and objcc- 
lions Tlic ciTorU of Pre»ident Tali' to remedy the situation 
were of no avail and hence in spile of die Budget and 
Accounting Act of 1921 the defect continues In parlta 
mentary governments the executive being really a committee 
of die lcgi«lalure there can be no discord between die two 
But die danger here is that if die execuUve i» too powerful. 
It makes every reduction in estimates a teet of confidence as 
in England , if it is relatively weak as in France, the legis 
laiure may change the budget beyond recognition, thus 


1 Presidtnt T»It in contiecVion wiih the report of 0 e Comnuss on on 
Economr and Efficenty look the >kw that an arrancement by which 
cabinet members could uUe tier seats in each house of Congress 
“would greatly iaal (ate Ue business of Congress in getting at the 
throuRl w lUerroga on eif Members of the Admin stration on 
the noor at each hotee and i srotJd g \e ihe members of each house 
\ the needs of gg enunenl as the AdmimslraUon 

tbnVj thOT to be backed fey atgumtnli of men who must by reason 
of their duUes know what the, are lattcing about Indeed the very 
function thus added to the others ed the Cab net members w U st mulaie 
U cm to a closer attention to the r departments and a more mt mate 
knowledge of 0 eir norteitg"— Message to Congress on Ihe Com 
miss on s Pejiort Dr Cte daod j. 1 .. CAmv-msiT oif Ahr Tk* dm 
m ss 0 ^ ipproied of A s recotnmendat on. for the Pres dent and the 
Ob net si quid uke the t at re and then sUnd the test of open pub! c 
wsuorang cruesm. a^ disctisson Ufore C« gress.” When the 
prwsal ” iwUune was done about this important 
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doing a-^vay with budgetery balance and harmony which is 
so necessary for the budget.^ 

It seems tliat co-operation in budgetary matters must he 
extended, if it is to be helpful and constructive and ‘without 
friction, before tlie budget is introduced to the legislatxire 
and tlirough tliem to the public. The problem of co-opera- 
tion has unfortunately not been solved. In England die 
expedient of an Estimates Committee has proved a failure 
in India there is the Standing Finance Committee whose 
duty is chiefly restricted to the scrutiny of new items of 
expenditure. 


Legislative Committees 

Within each legislative body the committee system has 
been developed for the ellicient despatch of business, finan- 
cial or othenvise. The committees may be committees of 
the ivhole house as in England where there is the Committee 
of Ways and Means and the Committee of Supply, or as in 
France a Finance Committee for each Chamber, or as in the 
U.S.A. separate_committees for revenue and expenditure. 

The English system of committee of the whole house 
enables a full and frank discussion of the subject on hand. 
The Speaker leaves the Chair and the rules of debate are 
relaxed. The Committee of, Supply votesJ^he,e3tiniaJtes which 
are presented ; and then the Comrnittee of Ways and Means 
sanctions payments from the consolidated fund and also 
authorises taxes to produce income for the consolidated fund. 

1. Higgs has pointed out both these defects very forcefully when he says : 

“ so you have the budget prepared and laid before the House of Com- 
mons and the country, and dien, when its defects become apparent, you 
find you cannot get them altered or amended, because the prestige 
of the government is involved.” And speaking of the French Finance 
Committee, he says : “ the Finance Committee goes through the budget 
and sends for officials, merchants and experts, and bankers and people 
who tender and offer their evidence. It hears what is to be said for 
and against the budget proposals, and it knocks the budget about, cuts 
it to pieces, amends it, increases it here, and reduces it there, so that 
w’hen it is brought back to the Chamber of Deputies the Minister of 
Finance cannot recognise it as his budget any longer.” — H. Higgs, 
Financial Reform, p. 17. 

2. Vide Ch. X, The Legislature, 
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In addiUon there is the Estimates Committee of fifteen mcm^ 
bCTS to examine and criticise estimates ^vithoul intcrferinB 
%vith the policy of the cabinet. It is purely an advisory body 
and was established witli a view to effecUng economies, but 
it has failed to achieve its purpose Tlie Public Accosts 
Committee is anollier standing committee, also composed of 
fifteen members, whose function i> to go into the accounts 
with the help of the Comptroller and Auditor General 

In France there la a Finance Committee for eacli house A 
and consists of 44 members in Uie lower liou^c and 36 iitj 
the Senate, who are djo^n from the dilTercnt party groups^ 
by a scheme of proportional representation Hence eacli 
conuDittee is a microcosm of Uie chamber it represents and 
has for its cliairman a rapporteur general who has com 
plete control over its work and full responsibility of sub* 
iQitUng Its report to the dumber These Finance Committees 
are admittedly powerful 


Hie USA had no less dun ciglit appropriation corn* 
mittees which not only worked independently even m tli& 
same houac, but had no responsibility to '‘ce tliat appropria> 
Uons were balanced by anticipated income Hevetiue bills 
were handled by another group of committees Since 1921, 
however, there is a single Committee on Appropriations in' 
the Ho^se^of Repre«cnldlivc3 v\Iucb consists of 36 members 
vrorks througli eleven subcommittees Tlie majority 
pMt y m.th e House has die largest number of members on 
the committees and sub committees. The Senate also 
modified its rules in 1922 to provide for a single Committee 
on Appropriations which consists of 23 members and eleven 
sub committees Each sub committee consists of nine mem 
b*rs Revenue bills are handled by tbe House Committee 
of Ways and Means and a Se nate Committee on Fin ance , 
ea^ consisting of 25 members 

independently of each other However, the chairmen ol 
^.mvcmv-^and^DpiTMlwrctniimiittes m Ule same House I 
in touch widi eadi other, so as to bring revenue and! 
e^dvlure proposals into balance as far as possible In* 
addition there are two com mittees o a expenditures m the. 
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executive departments, a Senate Committee of 7 and a House 
Committee of 21 members. In the House there is also a 
Com mitte e on iVcc o imts composed of 11 members. 


SusailSSION OF THE BUDGET 

The date of submission of tlie budget differs in various 
countries. In the U.S.A. and France the estimates have 
necessarily to be presented many months before the com- 
mencement of tlie next financial year, so as to allow time for 
the legislative committees to scrutinise it. In India the 
estimates are presented with the budget speech, and financial 
bills introduced on the same day — in the middle of February 
for the provinces and on tlie last day of tlie same month at 
the centre. In England the estimates are presented in 
February and the Appropriation Act is not passed tiU about 
the month of August, while the finance bills are introduced 
by a budget speech during the first week of May. The policy 
of issuing estimates and finance bills on the same day in 
India is not without its advantages. A more balanced view 
can be taken of the income and expenditure sides of the 
whole budget. 

The budget speech in England and India and the 
Dominions is one of the great speeches of the budget session 
and of the year. The lower house is usually packed to capa- 
city, the galleries are full with visitors, and newspaper 
reporters ivait with impatience to announce the govemment’s 
policy for the ensuing year. The Chancellor of the Exchequer 
in England delivers his budget speech, when the House goes 
into the Committee of Ways and Means at about 3-30 in the 
afternoon, when the Stock Exchange has been closed for the 
day. The speech itself is, carefully draivn up so as to be 
comprehensive in scope and attractive in presentation. The 
speech ranges over all aspects of government finance, the 
results of the last completed year, the revised estimates for 
the current year, the budget estimates for the next, the ways 
and means programme for the current year and the next ai^ 
lastly — what the House and die public eagerly await — th*e 
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In addition there is Uie EsUinatcs Cororoillcc of fifteen mcmA 
bers to examine and cntiase estimates >^ilhout interferiiig| 
with die policy of the cabinet It is purely an advisory bod)^ 
and was established VriOi a view to effccUiig economics, but? 
it has failed to achieve its purpose Tlie Public Accounts 
Commi tee is anollier standing committee, aUo composed of 
fifteen members, who e function is to go into the accounts 
with the help of tlie Comptroller and Auditor General 

In France there is a Finance Committee for eacli house ^ 
and consists of M members m Uie loiver hou«c and 36 ml 
the Senate, who are clioaen from tlic difTcrcnt party g^Dup•^{ 
by a sdieme of proportional representation Ilcncc each 
commillce is a microcosm of the cliambcr it rcprc'cnls and 
lias for Its cliairtnan a rapporteur general who has com* 
plete control over its work and full responsibility of sub- 
mitting Its report to the chamber These Finance Committees 
are admitiedl) powerful 

The USA had no less Uian ciglit appropriation com- 
mittees which not only worked independently even in the 
same house, but had no lesponsibihly to see that appropria 
lions iiero balanced h) anticipated income Reienue bill* 
were handled by anollier group of comroillces Since 1921, 
however, tlicre is a single Committee on Appropriations in' 
the Hous^of RcprC'^entaUvcs. wlndi coruilsts of 36 members 
and through eleven subcommittee Tlie majority 

parl y m flie House has tlie largest number of members on 
tlie committees and sub committee*. The Senate aUo’ 
modified its rules m 1922 to provide for a single CommiVlqe 
on Appropriations which cqdsisIj of 23 members and eleven 
suh-commillces Each sob committee consisU of nine mem ' 
bers Revenue bills are handled by the House (xramillee 
of Ways and Means and a Senate Committee on Finance, 
each consisUng of 25_memlKrs "Th^ comraiiTees wtrk' 
independently of eadv other'^ llowcver, the chairmen oH 
the revenue and appropnation committees m Uie same house 
keep m touch with each other, so as to bring revenue and! 
expenditure proposals into balance as far as possible In* 
addition there are two com n uttees on ^pendtturea la the 
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executive departments, a Senate Conunittee of 7 and a House 
Committee of 21 members. In the House there is also a 
Com mittee on Reco unts composed of 11 mergers. 


Submission of the Budget 

The date of submission of the budget differs in various 
countries. In the U.S.A. and France the estimates have 
necessarily to be presented many months before the com- 
mencement of the next financial year, so as to allow time for 
the legislative committees to scrutinise it. In India the 
estimates are presented 'svith the budget speech, and financial 
bills introduced on the same day — in the middle of February 
for the provinces and on the last day of die same month at 
the cenU'e. In England the estimates are presented in 
February and the Appropriation Act is not passed till about 
the month of August, while the finance bills are introduced 
by a budget speech during the fii-st week of May. The policy 
of issuing estimates and finance bills on the same day in 
India is not without its advantages. A more balanced view 
can be taken of the income and expenditure sides of the 
whole budget. 

The budget speech in England and India and die 
Dominions is one of the great speeches of the budget session 
and of the year. The lower house is usually packed to capa- 
city, the galleries are full Avith visitors, and neAvspaper 
reporters Avait Avith impatience to announce the governments 
policy for the ensuing year. The Chancellor of die Exchequer 
in England delivers his budget speech, Avhen the House goes 
into die Committee of Ways and Means at about 3-30 in die 
afternoon, Avhen the Stock Exchange has been closed for the 
day. The speech itself is. carefully draivn up so as to be 
comprehensive in scope and attractive in presentation. The 
speech ranges over all aspects of govemment finance, the 
results of the last completed year, the revised estimates for 
the current year, the budget estimates for the next, the Avays 
and means programme for the current year and the next aiM 
lasdy — ^Avhat the House and the public eagerly aAvait — the 
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taiaUoa proposals for the ^ear* At llie end of Uic spce^ 
the merohera of the OppoaiUon usually reply to the Uian- 
cellor, crUicismg bis proposals and staling Uieir oivn ^ews. 
A. E Buck considers that this procedure all in all, aiioraa 
the most perfect staging for tlie budget uhicli any goternmenl 
has so far demised,’ ^ gnd remarks tliat a similar procedure 
13 followed by llie Dominions and by Japan, but “ often vaUi 
less dramatic effect ” 


In contraM we ha\c the American pracUce which makes 
the submission of the budget a mere incident in the da> s 
ijOuUne The message of llie President is read by a clerk of 
Uie legislature Tlie effect of the message is lost , no public 
opinion IS roused oier matters which concern the people inti 
malely If ibe execulue oCGcers could take the Boor of the 
legislature "much of tlie work of die congressional com* 
mittees on the budget, now being done in camera, would llien 
be brought out m the open . the President and his chief 
admini«tratiie oIEccrs would be put on their mettle before 
Congre«s , and the public would know more about what is 
going on in the planning and administration of the national 
finances 


Lecislative Consioeratiov of the Budget 
As soon as the budget is presented, it is taken oicr by 
standing committees except in Great Britain where a coni- 
miltee of the whole is employed In India the whole hou^e 

I "Tlie Oanccllor’s ipr«ch in introduong it. called Ihe Financial Slate 
i^t conU ns a renew of the fiance of the >car wh ch has just 
dosed and pves the 6 iial balanoni; of that account. If there is a 
iuriilus, U Roe& hy suwfte m tedotlioit ot tlie national debt Surpluses 
paid OTtr m ihig »ay are called the Old <;in1uns Fund. Any defiat 
wU haie ticen conr^ by borrowings. That matter cleared out of 
the way he turn* to hs forecast of revenue for the current year and 
compares it wuh expenditure already Lnown, mdudins anv new exiien 
dit^ure already Itnown such as repayment of debt or fresh services, 
whch the Royemment may cootempjale. He Rites details of new 
taxat on ana rem ss on and alteration of the nld. If he antiapate* a 
surplus he Mn use it to pay off deU. or to reduce Uxation or on new 
serv cc*. H 1 e anuapates a defiat be must impose new taxes, or 
increase old onn or borrow He pvei the final balance sheet. He 
eximnes also the state of the national debt and pres a Reneial 
T\v‘‘*h ** 1 *^ country’s finana. trade and 

T' 'y ‘t Gmxnmnt pp 50 s« 

X f m Goitrnmenls of ToMjl p. tog. 

Ibid., p. soa i- yjfc 
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discusses it wtliout tlie formality of going into committee. 
This is an improvement on the British system in tliat it saves 
a. deal of time and unnecessar)'^ duplication. In Switzerland 
hoth houses consider tlie budget at tlie same time. In the 
U.S.A. revenue or appropriation bills are not considered by 
the Senate until tlie House of Representatives has taken 
action on each of them. Estimates are forwarded to the 
House of Representatives as soon as tliey are ready ; and 
the House Committee on getting tliese estimates parcels out 
the tvork among its sub-committees. Tliese hold ‘ hearings ’ at 
which departmental officials are called in to give evidence 
bearing on tlieir expenditure requirements which have been 
included in tlie estimates. The Appropriations Committee 
takes charge of tlie expenditure estimates ; the Ways and 
Means Committee of the revenue proposals. As the com- 
mittees in tlie loiver house complete tlieir report on, and die 
House passes, the appropriation and revenue bills, these are 
sent to die Senate Committees on Appropriation and Finance 
respectively, where die process of scrutiny, holding hearings, 
etc. is again gone dirough. 

In England die estimates are circulated in February, 
though die Chancellor’s speech will only be delivered some- 
time in die first iveek of May. Discussion on taxation pro- 
posals in the U-K. takes place in the Committee of Ways and 
Means, to w^hich die budget speech is delivered. Ramsay 
Muir is of opinion that in criticising taxation measures or 
reducing them the Committee of Ways and Means “ is a 
suitable body for the purpose ; it is a committee of the "whole 
House, but die whole House is interested in the taxes that 
have to be paid by the ivliole community and therefore die 
discussions are real discussions.”^ But the Committee of 
Supply which sanctions estimates of expenditure is hampered 
“ by outivorn rules of procedure ; ” for “ die House of Com- 
mons pursues national economy "widi die same rules of 
procedure it used when disputing wdth kings.”^ Debates in 
the Committee of Supply are political rather than financial ; 
for die Opposition chooses “ die subject which is most likely 
to combine an attack on the government,”^ This is also 

1 . Ramsay Muir, Hoto Britain is Governed, p. 225. 

2 . H. Davenport, Parliauicnt and tUe Taxpayer, p. 116. 3 . Ibid, p. 133. 
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partly due to Uie lack of mfoimalioa for a parlumenlary 
debate on expenditure An ad\cr*e lotc is not likely on 
small matters as the government may make it a t^t of coil' 
fidcncc and follow it up by a dissolution of the House. 

To promote harmony between llic executive and Uie 
legislature the Select Comoullee on National Expenditure, 
1917, appointed by tlie Hou->e of Common*, recommended 
die establisliment of two or three standing committees on 
estimates, compo ed of fifteen nicmbcr# each and provided 
wiUi expert assistance in sludvmg expenditure estimates. 
Tlie Estimates Committee already in custence bad failed to 
produce te«ulta because ol the want of stall awstance No 
action has been taken on llic c recommendations This may 
well be due, as Ram«a> Muir cmptuUcally declares, to tlic 
fact that “die Calmct is extremcl) jealous of any invasion 
of ‘Cabinet responsibility ’-nsven when the Cabinet itself 
has no time to deal widi die problems dial need considera 
tion, and would be quite unable to tackle them if it bad,” and 
that ‘‘behind the Cabmcl is the bureaucnc) of the depart 
menls, bating die idea of any meddlesome interference by 
Parliament, and, probably thanking lU *tars diat die 
estimates are presented in such a form as to make sucli 
interference impracticable • 

It 13 very interesting lo note the lime given to die 
discussion on the budget in France. England and iho U SA 
In England twenty dajs are allovied for die consideration of 
estimates in the Committee of Supply and thc'e twenty days 
are scattered through the session till the btst week of August. 
The discmssion begins widi a debate on grievances, now a 
meaningless ritual as parliamentary sovereignly is no longer 
deputed Then comes die scrutiny of estimates ; but not 
all esUmales are debated The Opposition diooses die items 
to be discussed For eighteen days die Hou,e may discu«s 
^7® Young, ” but the nmeteenlh is a day of judg 
ment, for on dial day all remammg estimates are pul to 
the vote 2 On die twenUeth die remaining report stages are 
1 Op. at supra., p. 230. 

1 ^ H Young The SytlcM of ^atu>ma Finaxte p. 62. 

3 . This proeelare „ ^ 
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gone through. Hence it happens Uiat ^ 

estimates are not discussed at all. ^ ’ usually 

which are important enough for party battle, are usuauy 

debated. i „ 

In France Uie attacks on the bndget are also ot a 

politLl nature and have been knotm to 
Lnistry alter anodter Diseussions »" 

r£ aI]::brTD» ^tds^s 

proposals or modify Utem ; and die 

LL. dte rapporteur -“^""u com^ 

SdreatlcSTont danse by cUn. heg^^d 

this disLsion is often made "te ““^t S thrgovern- 

private grievances or passed ly the Chamber of 

menl in general. The bill when passen y ^ 

Deputies goes to the Senate to be theie ueate 

procedure. ^ ^ 

affair.^ t" oTre 

Appropriauons are consid^^aga by a 

whole house. Each bill i p-„jnittee usually the chair- 
member of die Appropriations gf the bill. On 

man of die ^tiJ^'.^bole house diere is a general 

going into committee of d irrelevant matters, 

debate for two or three ho , „i„use by clause under 
Next die bill is discussed and amend- 

‘ the five-minute rule. Any me more than five 

ments but he amendments are, however, 

ratrc, r ho~l.y -PP°- ^e -mm— 
of the Committee on ' Haoso „£ Represen- 

reported and passed as a '«b°>'= bj 3“ procedure is 
tatives, it is sent to the Senate w i increase amounts 

gone dirough. However the_ ,jy existing provisions of 

•or add new items, unless it is bouses are common and 

the law. Disputes betiyeen the J conferences 

the conference system is resorted . jg 

cannot add new items and must setde o'n ngux 



78 nNANCUL ADUI^^SraA■^0^ LN INDIA 

between the larger and the «maUer amounts voted by the 
V«^o Wt, Fuitivet, na nfe'M wallers can be added and 
nothing can be changed except as regards the precise point 
of disagreement between Uiem ^ 

Budgets are usually authorised on the revenue side by 
finance bills and on liie expenditure side by appropnaUoii 
or budget bills Tlie Frcndi budget bill is divided into 
chapters, and each chapter is toted upon In England 
estimates are divided uito ‘voles covering a service or 
group of allied services , the American appropriations are 
mandatory and highlj itemised and iherefore inelastic 2 In 
India the formality of an appropriation or budget bill has 
been dispensed v«ilh and there are only demands for grants 
— a demand being for a service or group of services admmis 
tcred h> a particular department — which are later included 
in a sclieduie of authorised expenditure by tlte executive 


Tue Budget a^o tub People 


The budget is for the people and it is but ri^t that 
they «hould be able, through the pre s and platform, to give 
expression to their views In England, the Dominions and 
India a fair amount of pubbcil) is given to the budget In . 
India the Finance Minister’s spee^ is reported m toto 
Speeches on the budget by mimsiers and opposition members 
are al«Q reported thou^ m a very summary form, except on 


Buelt IS of the opimoa lh»t the cantcrencc srsiun w used m the 
USJV< though It ni.Elt tspediie bo ness, lus set era! disadvaougcs. 

It ts iralinid to be suiocru c tl* the exemse ot lU poucrs, soOK 
Utnes SDiXing changes in a biU »luch ts author tjr does not warrant. 
It cu tom^ly meets brtnod cIo»ed «lgor> to do iLs work aixl no 
record is kept ot its acts. VAhea it lias repotted to the two Houses, 
fey must tuber ,u proposals w Uwul .mendments or reject 

them «i« lole It ^ proposals ate rejected, anotJief conference com- 
oiiitee IS appointed and the saipc peocedure repeated.’' The Senate 
^ms to be in a mote adrantagcous pos uon as its members possess 
espeneuce in legisJative niauers.— T w ISmis/ft rn Gozxntnnlt 
of Tcaay p. aii. 


■ The appropnatjoos in the US.A are voted for small Hems and the 
^tosUre IS oU sed to spei^ the iad amount appropriated. Appropna 
in India, tjigland aid most eounuie, merrij give the maximum 
whKh Uk executive shouU out exceed. Tbs Utter method is elastic 
ray be reduced. In the American 
system this IS Dot possi^ rales* by an ap^ to the legiskture. 
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larger issues wlien the reports are fuller. Yet hardly any 
comparative statements summarising tlie government’s 
finances as a whole are given, with the result tliat no 
reasoned judgment can be arrived at. 

The need for publicity is even greater when the legis- 
lature may change the budget prepared by the executive to 
a considerable extent. Legislative committees might in 
such matters prepare a statement in tlie fonn of a balanced 
budget summary with supporting schedules and explanatory 
notes on all important revisions- Since 1922 the chaiiTnen 
of congressional committees in tlie U.S.A- have issued 
statements at the end of each regular session giving a 
summary of appropriations made by Congress as compared 
ivith tlie expenditure as set in the President’s budget. This 
statement is published in tlie ‘ Congressional Record.’ The 
Treasury publishes before the opening of the fiscal year, a 
‘ Digest of Appropriations ’ for tliat year. But this publica- 
tion is too voluminous and detailed. The “ Report to the 
People of the State on its Financial Condition ” published by 
Governor Smith of New York during his tenure of office was 
of greater use to the public. It shoiv'ed tlie appropriations 
made by the legislature for the coming fiscal year and the 
estimated income to meet tliem, explaining both in simple 
terms easily understood by the average citizen. 

The provinces as weU as the centre in India have started 
information series. These series during tlie budget session 
could be utilised to give convenient summaries, backed by 
some statistical tables, of the general financial position of 
government ratlier than only extracts from ministers’ 
speeches. And when each demand is taken up, the policy of 
the government for the future as compared with the past, 
might usefully be elucidated. Democracy cannot exist 
xmless the people can form judgments for themselves. 

Time of Voting the Budget 

The practice in India is to pass the budget before the 
year begins. No appropriation can be used until it is, not 
only passed by the legislature but also included in an 
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authenticated scliedule o£ expenditure by the executive 
France and the U SJV also complete aU appropriation bills 
before the year starts 

Tlie advantage in deferring tlic voting of appropriations 
till after the year has commenced is Uial complete infomia 
tion about the year tliat is ended is available to the 
legislature Yet on the other hand this neccssiUtes action 
by tlie executive for a tune williout reference to tlic proposed 
budget, and hence tlie legislature aullion«cs temporary 
appropriations based on tlie estimates presented Tins 
method is followed regularly by Belgium and frequently by 
France through ihe douzicmes proiisoires, vvhicli are 
expenditure aull onsations by months Stourm disapproves 
of this device as being vvholly tlie result of parliamentary 
disorder In France tins method has been necessitated by 
political cases whicli prevent tlie budget from being passed 
in time 

In the UK. Parliament passes Soles on account’ to 
enable the government to carry on till the Appropriation 
Act IS passed The Financial Secretary of tlie Treasury 
prepares an estimate of the amounts needed to carry on the 
civil seances and this is authonsed by a resolution of the 
Committee of Supply before March 31 In tlys estimate no 
nevr source, not already sanctioned by Parliament can be 
included Wlien tins supply resolution has been passed, the 
Ways and Means Committee authorises issue from tlie con 
solidated fund of the amounts granted , these are included 
in tlie Consolidated Fund BiU and passed 

The Engbsh system also provides for sudden unfore 
seen emergencies by means of Sotes of credit’ vvhidi are 
lump sum appropriations made by Parliament In emei 
gencics suA as war or a severe economic depression the 
executive has no time to frame the estimates and llie money 
13 urgently needed Then ihe ministry asks for votes of 
credit which may extend to very large amounts cluefly in 
fffnw of war A vote on account is for the purpose of 
enabling government to carry on ull the Appropriation Act 
is passed and is based on the total amount estimated by the 
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executive for tliat particular group of services. A vote of 
•credit is a blank cheque. The executive will bring in the 
•detailed estimates later, meanwhile it has the finance to 
pirosecute tlie policies it is committed to. 

In countries where the whole budget is on an annual 
basis, refusal or failure of tlie legislature to vote the budget 
hills in time is fraught with grave consequences. The whole 
administi'ative system comes to a dead stop^ — ^no revenue 
can be collected, no expenditure can be incurred. And the 
-effects of such a catastrophe make themselves felt in the 
p)ublic economy for a long time to come. 

The French budget is voted on an annual basis. Where 
•owing to legislative deadlocks and political manoeuvres tlie 
budget is not passed in time, the French legislature has even 
had to stop its clock on tlie eve of tlie fiscal year to preserve 
legal fictions ! The Japanese constitution provides for a 
continuation of tlie budget of the preceding year whenever 
the Diet fails to authorise tlie proposed budget. By the 
Polish constitution tlie President has tlie power to make the 
proposed budget effective by decree, if Parliament does not 
vote it by the opening of tlie fiscal year. 

SuPPLEJIENTAUY OR ADDITIONAL APPROPRIATIONS 

The budget in practice always shows either a surplus 
•or a deficit. If the administration foresees that expenditure 

a. " To refuse to vote the budget 1 One can scarcely conceive the con- 
sequences of such an evcntuaiity. If the year was to open without the 
budget having been voted, the bond-holders would not get their 
interest ; nor the pensioners their pensions ; the tradesmen would beat 
in vain at the gates of the Treasury ; the officials would work without 
salaries ; the schools would be closed ; the Army would be deprived 
of its pay, of_ its livelihood, of its equipment, of its provisions. All 
•tlie functionaries of the State, that is to say practically everybody 
would find himself affected ; tlie activities of Uie country would be 
-paralysed. Taxes furthermore are no longer collectable and tlie sudden 
interruption of payments, not only immediately impoverishes the 
“Treasury, but its effects are prolonged beyond the period ; the frontiers 
are no longer guarded, the gates of tlie cities are abandoned, bonded 
warehouses are deprived of inspectors, hence importers, wholesale 
■dealers, truckmen, innkeepers, etc. and all the dealers in products 
subject to customs duties and taxation, immediately flood the country 
with tobacco, coffee, sugar, liquors, etc. free of duty. The immense 
administrative machine, which hitiierto had in its grip every taxable 
thing, lets its prey escape. Smuggjing, in a short space, can embarrass 
the public revenues for a long period.” — Stourm, TJie Budget, p. 381. 

6 
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IS likely to increase beyond the legislative allotment,* there 
IS notliing mote reasonable tlian lo provide for il m advance. 
Supplementary appropriations mu«l be obtained before Uie 
year is over , otlienvise the audit authorities will treat the 
cxcc«3 as unauUioriscd expenditure 


To ask for supplementary grants does not mean that 
the executive has no funds to meet that expenditure Thfr 
govenimenl may have surplus funds , but it cannot apply 
them for particular purposes unless the legislature sanctions 
the required appropriations In sucli cases budgetary balance 
IS not diMurb^ , surplus revenue is ultli«cd to meet extra 
ex(«ndiiure Of course ihe Finanoj Department or Treasury 
looks into each case to see if die cxccss expenditure is really 
urgent, if die expenditure cannot in some "sy or other 
without loss to the public service, be postponed to tlie next 


SuppUmmUry pranu ate demanded only tthen the total 

that unH.. *P«ndnure on a part of an item has diminished, 
ruboZa„SS''f ‘■“'"“'•“J Atranaler from one 


llrouS'lbriSdM '"PP'^'nltne app opriaUoiia is 

daims that they upset bllSLt'’*'® been unsuccessful Albr 

extravagance, for^ the equilibrium and encourage 

grants iUis mler fro^;“T”^''“ f‘T 

secure dirough the regular Ldger"^ 

In the U S A the method of * , 

1 HUoa Young ha, ‘ appropnaUons ” 

«,umat<s “ Doause of lubjtct ot supplenuaiUrr 

prmnng the «t*matf,. to ^ made w 

“^ty hut they are aly^STT^ «Uiiut*s may often be » 
kW once apEroved to be inated^T^ To allow the 

to extenate modificat on, nwrt a™l laWe 

“d supplerontary est mate,^ effectite control, 

o-s 


WUIM by thtir ah tty to do will 
sJji'fw 0/ Aafiemil fi«*rr p. “ 
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has been used, or rather abused. The Act of 1921 did 
not remedy tlie situation. Deficiency appropriations in die 
U.S.A. amounted to about 10% of the total national budget 
for the year 1930-31 ; whereas in England for the same 
year supplementaiy estimates amounted to less than 2% of 
die total. 

C. Execution of the Budget 

Wlien the appropriations and the revenue measures 
have been voted in full, as in most countries, or in part, as 
in the United Kingdom and Belgium, die stage is set for 
putting the financial plan into operation. But all is not 
plain sailing. Many problems and difficulties arise while 
die budget is being carried out. Revenue may not come in 
as was expected, and die need would arise for the executive 
to seek die approval of the legislatme for the imposition of 
extra taxation. Expenditure for one reason or another may 
exceed or may be very likely to exceed appropriations, and 
die need would arise to have supplementary estimates 
sanctioned. 

The execution of die budget entails three responsibi- 
lities : (i) that_m«ni^„is_spent economically and according 
to die instructions of die legislature, (p^^tKat 'hfoney^'is' 
properly gathered from all soiuxes without fear or”‘favdur, 
and pending payments to creditors kept in safe custody, arid" 
?(iii) that both actuals of revenue collection and disbm'se- 
ments are closely watched so that all movements, are kept 
under control. 

Hence we shaU deal in turn with the proper agencies 
for carrying out the budget, their organisation, and the 
methods they folloiv for collecting revenue and for spending; 
with the task of watching the progress of the budget so that 
the equilibrium or balance is maintained to the end of the 
fiscal year ; and lasdy ivith the means adopted to secure 
budgetary control. 

Interference by the Legislature 

It is obvious that the executive ought to be charged, 
being the most appropriate body for it, with the execution 
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oi Qie ludgel , >ci financial praclice lia4 alssajs been m 
consonance "Hh llus principle Till 1B61 ^*hcn GLid»lono 
established Uie Public Accounts Committee, the House ol 
Commons attempted to control expenditure h) plaanf! 
restrictions on the issues of money from die Exclicqucr than 
b) cxainming hov. the money had been spent, in oUicr >sord^ 
it attempted to supervise actual expenditure Uian to check 
the results Tlic IrcncU Pailiamuil still limits cxccuti'O 
action by restrictions, attached to cacli appropriation 
(credit) in addition the rcpitorteurs generous of the two 
cliambers are required to valdi and control tlic expcndilUW 
oi these credits Irom montli to month Should the Frenui 
Parliament (icrfonn sutit a task ’ Is it fitted for that func 
tion ^ U it not, as Alhx claims, a sort of usurpation of 
exccutise aullionty’ 


In the U S \ Congress in spite of the Budget and 
Accounlitig \ct has practically come to consider the 
administration as tlie fouidi organ of die state Hie 
nppropnations arc often made directly to tlic admmislratne 
departments and agencies In addition die) are mandatory 
and liigldy iicnii$<.d, so that exccuUie and aJnunislraU^c 
discretion and budget elasticity are reduced to a minimum , 
I'orsl of all. Congress e>en sometimes aulliori cs some of its 
memlKTS ot commiUccs to supenisc the actual cxpendituto 
of appropriations and tiie transfers betvseen appropriations 
As willi the Enghdi Douse of Commons before 1861, 
Congress is not >cry mucli concerned \sidi enforcing 
executive accountability after the budget has been executed 
In India on the contrary, the executive is almost 
o^ipolenU The vast administrative organisation all over 
the country under lU control is responsible for the execuUon 
of the budget 


Executive Responsibility and Adminvstiiative 
Centrausation 

Perhaps the bwt aOmiiuslraUv e system is one that fixes 
responsibility on the execuUve and through a centralised 
oiganiraUon demarcates the financial powers ol each 
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autliority in the administrative hierarchy. Executive res- 
ponsibility, centralisation, and adequate financial machinery 
are necessaiy for sound administration. If the executive 
must be responsible for the execution of the budget, tlien it 
must also enjoy a position of autliority in tlie administration. 
This position and responsibility, however, depend on the 
t5rpe of government and tlie administi-ative organisation. 

In a dictatorship executive autliority is complete and 
absolute. If the Dictator fails to achieve his plans, it -will 
not be owing to want of autliority but rather owing to unsuit- 
able administrative framework, faulty administrative 
metliods, untrained or unreliable personnel or perhaps to 
the inlierent defects of the plans themselves. In parlia- 
mentary governments tlie executive controls, and forms part 
of, tlie administration, and hence has general responsibility 
for carrying on the work of administration. This 
responsibility is secured by placing a minister at the head of 
every department, and by a hierarchy of financial autliorities 
among whom tlie Finance Department is entrusted witli the 
special task of maintaining tlie budgetary balance and 
enforcing economy and efficiency in tlie administration. 
Hence tlie Finance Ministership is one of great responsibility 
and privilege and eagerly sought for next after the Premier- 
ship. In a presidential form of government, tlie President 
is responsible in a general way for the task of administration. 
In the U.S.A. he has working directly under him a group of 
officers, called his cabinet and chosen for political or 
administrative reasons, to each of ■whom is entrusted a, 
department of slate. The Treasury is a department of state 
under the conti-ol of tlie Secretary of tlie Treasury. He is 
one of the most responsible heads of departments, but his 
position is veiy much inferior to that of a Finance Minister 
who is a colleague of the Prime Minister and a member of 
the legislature. 

The degree of centralisation and dierefore tlie efficiency 
of financial control varies with the powers possessed by the 
executive. The English system gives the executive . large 
and effective powers, makes it tlie apex of the country’s 



86 


FlN\NaAL ADNUM3TIIATI0N IN INDU 


admm)<‘traU\e sjslcm and bolda il joinlly tcsponsilile lo 
Parliament \»lio arc its roasters It lias, therefore, complete 
control o\cr tlic different adminislralisc agencies, dctennincs 
lines of pohc\ and forms llie connecting liiiL Iwli^ccn the 
admini^lratioii and tin. Itgislalurc Eaecutne auUiority m 
financial affairs is m practice shielded h) the Treasury, 
A\liic]i has for its head Ute Qianccllor of tlic Exchequer A 
similar s\stcm is followed in India and Uie Dq^mioioiis of 
Uie British Commom^caldi The French sj Tem though 
parliamentary in form makes for decentralisation by 
increasing Uie po'Acrs of individual ministers, and curtailing 


Uie powers of Uie Finance Department by handing these over 
to be exercised b> ihe Finance Committee of the two 
chambers Tlic French legislature has of Ute even attempted 
to control the rate of expenditure Uirough the*e committees* 
Tlie Gentian financial s>$lero has alwa}s inclmed heavily 
towards centralisation The executive j>o»se 9 vcs Urge 
powers , and Uie Finance Minister and his department have 
t i" S"*” '”'‘di auihont) as regards tlic execution 
of Uie budget In Russia u is the Co/nmis&ariat for Finance 
mat administers Uie financial plans drawn up by the Central 
Commillee of Uie Communist Party In ihe U.S A in spite 
of the Budget and Accounting Act Uie authority of ibe 
t-rcidcnl as regards Uie execution of the budget has not 
increased powers arc divided between the executive and 
the General Awunting ODlce, vxhich exerci es clieck over 
all receipts and payments 


“'.“SA U,e Treasurj or Fmaoce 

' no™ „ ,1 >»• >!■' 

aSd die Mm,s.e*oF di ’"‘“fr 

for ihf a- L , 5**’ jointly respon*ible 

ouaget are the nominees of Uie . . j .v 

always been^se ** political bonds have 
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Fikancul Organisation 

To tlie adequacy of financial organisation and a trained 
and reliable staff attention has already been draivn in the 
introduction to tliis work. Their importance in working the 
financial machine can never be over-estimated. Moreover 
in parliamentary governments it is essential that amateurs 
at the helm of the state should be assisted by experts in 
permanent service, experts who wiU work as willingly under- 
one amateur as another. But experts are made through 
experience and training ; and, therefore, the ‘ spoils ’ system 
which prevails in the U.S.A. cannot but be condemned. 

In executing the budget there are trro separate agencies ; 
•one concerned rvith the collection of revenue, the other with 
-expenditure. In the English system the rvhole financial 
administration centres round the Treasur)% which is nominally 
•controlled by a Board of Commissioners but in re'ality by 
the Chancellor of the Exchequer, and his assistant, the 
Financial Secretary to tlie Treasury. The Treasury is 
•divided into three main divisions — finance, supply services, 
and establishments — called departments, each in charge of 
a Controller. Among tlreni they deal with all questions 
xelating to tire budget and departmental estimates, personnel, 
taxation, accounts, and all otlier matters connected with 
finance. Revenue collection is carried out by the Board of 
Inland Revenue and tlie Board of Customs and Excise, both 
of which are under tlie direct supervision of the Treasury. 

Payments to the different departments are entrusted to 
the Pay Office under the Paymaster General, which is one 
of tlie offices under direct Treasury control. But before the 
Treasury can transfer moneys for the consolidated fund ser- 
vices from tlie consolidated fund to the accoimt of the Pay- 
master General, the concurrence of tlie Comptroller and 
Auditor General is necessary. This power of issue does not 
involve any real control over expenditure ; he simply sees 
tliat the proposed issue has tlie requisite parliamentary 
sanction for it. With regard to supply services, hoivever, 
he cannot check tlie issues, but only criticise die misapplication 
of money. 
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In order to Hicure economy in Uie day to day^ working 
of the different departments, the actual spending is plaotl 
in tlie hands of die * Accounting OHicer’ who is usually the 
permanent head of die department. Tlie duti» of the 
Accounting Officer do not relate to account keeping but to 
financial rc«j)oii5ibility. He is responsible for pajmenls 
made by his department and for the departmental appropria» 
tion accounts >thtcli arc submitted to Parliament at the dose 
of die financial jear. He is in an excellent position to efTcct 
economy and promote efficiency ; for he has die responsibility 
and die reijuisitc power to do so. It is Uiis Accounting 
Officer who .appears before the Public Accounts Committee 
to answer for the actions of his department. 


In the French sjstem the Minister of Finance has charge 
of die collection, custody and dishursetnenl of all ro’cnucs. 
With regard to expenditure bis audiority is limited, for 
cabinet ministers as heads of the different departments hai© 
TOpsiderable responsibility for their own paymenU. The 
Minister of Finance has three main duties ; to control dis- 
bursements with re<pect to the current condition of the 
treasury, to keep paj-ments within the limits of legislative 
appropriations and to supervise the actual payment of gov- 
ernment creditors. Every month he estimates the funds in 
the Ueasury and notifies each minister of the amount ho 
may uulise during the next month. 

r>„ v“'’' >!•' eipctidilure ol Us JepaitinenL 

o£ n°‘ aP^nJiture- .ho is on apeot 

made An annTTf^ wer item, no pajTnenls may be 

exerc;<£e£t5nr.r,.a.: I powers ol the controller are not 

ad. minute? i“ i- 

to the .eguIaUona of 

Secretary o£^th^Tr'eiwT”th*^ imancial aulliorities, the 



BUDGET PROCEDURE 


91 


A sound system of public accounting is indispensable 
to the executive as well as the audit authorities. For effective 
and continuous financial control, for balancing revenue 
against expenditure, for determining the true costs of a 
particular service or department or project, for framing 
budgets in the future in the light of past experience, a large 
institution like the government, even more than commercial 
enterprises, needs the keeping of elaborate accounts on a 
scientific basis. The government must maintain its credit 
and its solvency ; but if it allo^vs expenditure to outrun 
revenue it will be forced into debt. Like any private indivi- 
dual, the executive must administer its foances with prudence 
and economy — for that it must at aU times know the true 
state of its financial affairs. 

Accounts are necessary for the auditor that he may 
exercise a wholesome check on the integrity and carefulness 
of tlie administrative ofiicials and that he may ascertain 
whether the will of the legislature as expressed in the appro- 
priations has been carried out faithfully and economically. 

The government system of accounting differs from 
commercial systems, as the state does not work for profit. ‘ 
Commercial enterprises keep accounts to show their relations 
with various parties, the profit or loss on the capital invested, 
and their financial position, whether they are solvent or 
insolvent. These accounting principles are followed with 
suitable modifications in the commercial or quasi-commercial 
concerns undertaken by the govenunent, though such accounts 
are outside the regular government accounts. Unlike an 
individual or commercial enterprise, government first decide 
on the different expenditures to be incurred on the various 
activities which they deem necessary for the country, and 
tlien provide for the ways and means to raise the required 
revenue. Government are not interested in making profits 
but in governing the people and administering the different 
departments of their activities as efficiently and economically 
as tliey can. They are interested in seeing that tlie budget 
estimates of revenue and expenditure for the year, accurately 
forecasted and carefully balanced, are justified by facts and, 
according as there is a deficit or surplus at the end of the 
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>\ljen approved l>ecomes ihe basis of expenditure control 
during Uie )ear. The French Finance Minister requires 
monthly statements from ministers as regards their probable 
requirements i^hich he then compares vtilh receipts. 

Again by means of periodical reports and revised 
estimates the cxecutne is able to find out if revenue is coming 
m and expenditure is incurred at tlic anticipated rates. li 
It discovers variations >t has the jiouer to adjust on Uie 
expenditure side. 


Other vays for adju-lmg actuals to aullioriscd expendi- 
ture are by transfers executive grants contingent funds 
and percentage re-erves of appropriations Transfers 
or tirments are widely u»cd in ^gland and France. It 
is Mid that the-e tran«fcrs male for accuracy in estimating 
and for economy in expenditure, bccau*^ the administration 
taows that unforeseen circum-^Unces can be thus provided 
tor. Executive grants are grants made by llie executive on 
It. own responsibility, for which sancUon v«U be wu^t 
later from the legislature. Thu mclliod is aUo used in 
^gland, though the Treasury u very strict io seeing that 
espendilute u roally >try urgent. Contingent funiU ate 
s™u antounlr l.ept at the d..p„ral of certain aulhonUc. or 
nr l='"f "“V '» "“I emergency erpcndilarcs, 

1 frf !°r ‘“PP'e”""' regular appropriations. There 

1 . a Lull Contingmcic Fond in the U.K. to meet small 
Lastly, there is tl» 

IS mihheld from th which a certain percentajx 

the at the bcmimlng of 

and utihsed as '“*^er eretuUr e contmf 

2?c to 10? of r . •'““’L Ute renicre is W 
faiouc in the Umled’suiS.'”'*””’' tnelhod has found 
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accounung mrd report!^. Till eg “• “f 
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A sound system of public accounting is indispensable 
to tbe executive as well as the audit authorities. For effective 
and continuous financial control, for balancing revenue 
against expenditure, for determining the true costs of a 
particular service or department or project, for framing 
budgets in the future in the light of past experience, a large 
institution like the government, even more than commercial 
enterprises, needs the keepizig of elaborate accounts on a 
scientific basis. The government must maintain its credit 
and its solvency ; but if it alloAvs expenditure to outrun 
revenue it ^viil be forced into debt. Like any private indivi- 
dual, the executive must administer its foiances is'ith prudence 
and economy — for that it must at all times kno^v the true 
state of its financial affairs. 

Accounts are necessary for the auditor that he may 
exercise a Avholesome check on the integrity and carefulness 
of tlie administrative officials and tliat he may ascertain 
whetlier the Avill of tlie legislature as expressed in the appro- 
priations has been carried out faitlifully and economically. 

The government system of accounting differs from 
commercial systems, as the state does not Avork for profit. ' 
Commercial enterprises keep accounts to shoAv their relations 
witli various parties, the profit or loss on the capital invested, 
and their financial position, Avhether they are solvent or 
insolvent. These accounting principles are foUoAved with 
suitable modifications in tlie commercial or quasi-commercial 
concerns undertaken by the government, though such accounts 
are outside the regular government accounts. Unlike an 
individual or commercial enterprise, government first decide 
on the different expenditures to be incurred on the various 
activities Avhich they deem necessaiy for the country, and 
tlien provide for the Avays and means to raise the required 
revenue. Government are not interested in making profits 
but in governing the people and administering the different 
departments of their activities as efficiently and economically 
as tliey can. They are interested in seeing that tlie budget 
estimates of revenue and expenditure for the year, accurately 
forecasted and carefully balanced, are justified by facts and, 
according as there is a deficit or surplus at the end of the 
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useless for purposes of financial control, though this system 
is more scientific than the other. However it is claimed for 
die cash system that in practice it gives a fairly correct picture 
of the financial condition of the country and the execution 
of the budget, as almost equal amoxmts of incomplete trans- 
actions are carried to the following year and these amoxmts, 
where the executive is efficient, are small. Most governments 
have adopted tlxe cash basis because of the quick reports 
that are available. 

Reports are as important as accoimts. They surniuaHse 
facts and figures and therefore give a bird’s eye view of the 
problem to he tackled. To the pxiblic, reports are the means 
by which they can get some light throxvn on the technical and 
complicated details of administration. We may recall here 
the audit reports which aid the Public Accounts Committees 
of die legislatures, and the memoranda prepared to explain 
budget estimates. To the executive and admmistrative 
authorities they are the means by which effective and con- 
tinuous control over different activities is exercised. Such 
reports are made periodically. 

Mediodical handling of public fimds is provided for 
in every state and is necessary for revenue as well as expendi- 
ture purposes. The custody of fxmds and resource operations 
must be the concern of eveiy government, and in this business 
they are usually helped by the Central Banks. In India 
this methodical handling is secured through the Treasury 
Rules issued by the Governor General or the Governor, and 
Financial Rules framed by the Finance Department. 

Central supervision of the acquisition and use of services 
and commodities also provides for efficient budgetary control. 
In England it is the Treasury that controls the strength and 
salaries of the personnel in each department, and regulates 
expenditures for materials, equipment and quarters, though 
not so extensively as in the former case. In India, such 
supervision devolves on the Finance Departments. 

Research and investigation in the direction of public 
economy is also veiy desirable but as yet has not been very 
much developed. In India, the Finance Department is 
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expected to be tlie watch dog of public finance in e\ery way 
and It alwa>s welcomes suggestions from all officers of llie 
government for improving the administrative system or 
effecting economy But Uiere is no specific organisation 
to deal continuously with the knotty and difficult problems 
connected with economical financial admuiistration 


D AccoQDUtuliijr for die Budget 
The importance of audit as an instrument of financial 
control has been recognised not very long ago Legisla* 
lures have attempted and, as we have seen in the preceding 
section, some still attempt to control the administration in 
many ways, ways vvhidi have only resulted m interference 
with tlie executive Most countries now provide for an audit 
organisation ^ 

FuvcTtos AND Objects of Audit 
Audit 13 concerned not so muph with economy as wijfe 
regularity Audit mvesUgales not the policy of the executive, 
but whetlier in die execution of that policy the executive has 
accepted standards of financial propnfty, 
whether it has earned out the will of die legislature and 
eliminated all wasteful expenditure Audit checks the 
accounts against fraud, carelessness and technical errors, 
and reports whether they exhibit the true and correct financial 
position or m what respects they fail to do so For the 
elhaent discharge of these funcUons it is obvious that the 
au 1 or should be independent of the executive and accounting 
acenciea ^ 


lies IlT. Presents several peculiari- 

tfft system of audit and accounU 

siatui^ in -1 /I General of India functions by 

keeninti ih ° * capacity, for he has the responsibility of 

mT of audmng thenu Snl an arrange- 

e present system of audit and accounts is 

Acasintmg OiTict is a 
Oan 10 aiKlji the accomts^to expenditure danng iJie year 

Iransacuon*. *** a<lininistr»iion has completed its 



BUDGET PROCEDURE 


95 


reserved for a later staged On principle, accounts should 
be kept by those agencies which receive and spend moneys. 

The objects of audit may be said to be fourfold ; (a) to 
detect fraud, (^yto detect tecimical errors, (c)^,to detect errors 
of principle and (^to detect wastefulness aiid extravagance. 
Where tlie audit authorities also prescribe the form of 
accounts, errors of principle will scarcely arise ; otherwise 
detection of technical errors is an important part of the 
auditor’s duties. He checks the classification made and 
suggests corrections. The otlier tliree objects are realised 
subject to two limitations. First, audit cannot find out 
whether payment was made on a fraudulent claim or to a 
person not legally entitled to it. The executive officers ai-e 
responsible for tlie certification of initial facts ; only a limited 
percentage may be verified at local inspections. Secondly, 
it is not within the province of audit officers to go into executive 
policy ; tliey may only point out the extravagance in the 
execution of that policy and make suggestions for improve- 
ment in the procedure or in policy in the interests of the 
tax-payer. 

It is chiefly expenditure that is audited in government 
accounts, for only expenditure is the subject of the appro- 
priation accounts thi’ough which tlie legislature determines 
whether the executive has faithfully carried out its will. 
Again government audit is only a test-audit. The audit 
authorities scrutinize only a certain percentage of the total 
transactions, as to go over aU the transactions would be 
duplicating the scrutiny carried out by the accounts organisa- 
tion and would necessitate an unduly large expenditure on 
audit work. 

Types of Audit 

There are three general types of audit, the legislative, - 
the judicial and the political. In the first, which is in use ’ 
in the U.K, and the Dominions, the audit authorities are 
directly subordinate to the legislature, being its agents to 
scrutinize the accounts of the administration. The Comp- 
troller and Auditor General in England is granted full 
1, Vide Ch. IX. 
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Jmlcpendcnce of the executne »nd judicial »lalui to hel^ini 
m his taslL, of passing judgment upon the accounifc There 
13 a Public Accounts Comrailtce of the House of Comraoai 
which ciammca die accounU presented by tlic dilTcicnl 
departmenu and insestigales whellicr tiwrc were any 
departures from the appropnalioiu granted by the legist^ 
lure Tlic Comptroller and Auditor General with his staff 
a<si*ils die commiUce in its tasks He etammea the accounU 
and prepares iiis reports On the basis of these the Publio 
Accounts Committee will call for evidence, examine depart* 
mental heads and then gne its conclusions and rccom* 
mcndations Tlic Treasury also assisU the committee and 
takes ads&ntage of the ctvUcum tliat may be made te pceaa 
home die many warnings for economy which it lias adminis* 
tcred to the diderent departments througliout the year. Tim 
report of the Auditor General is atailable a few months 
after the flnaiicial year is over 

In France provision u made for a Court of Accounts* 
which consists of a first President, three presidents of 
diamhers and 21 refcrecst or judges Its functions are 
te«Lricted to the investigation of accounU by means of • 
post audit. It has no couirol over the adnunisirauoa and 
may not interfere with dieir work. It merely judges die 
accouuu and suhmiU a report to dw Icgulaturc. The most 
unfortunate feature of the French system is not only dial 
the audit anangemenU are uimecessanly elaborate, but abo 
that the accounU are received for adjudication years after 
die close of the hscal period to which they relate. This is 
due, as was pointed out above, to the fact that in France 
an accrual system of accounting u followed. Germany and 
Japan also have a judiaal type ©f audit, there bemg, m 
toe former the RechnungtHof or Court of Audit and m the 
latter a Board of Audit. 

The pohucal type of audit prcTaila in Russia, where 
the whole govemmcnul machwery u dominated by the 
Communist Party. 

Of the three types considered, the last must clearly bo 
^ Ujvided into Ihtte chamUr* of ttwa aembers 
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lejected as being unsuited“^to democratic governments. It 
is not a particular party but tlie legislature as a whole that 
makes appropriations. The judicial type of audit is, as was 
xemarked above, unnecessarily elaborate ; and as reports 
take too long to be prepared, the results of the Court’s 
investigation are of no practical value. 

The legislative type of audit is straightfonvard. After 
all audit is an instrument by which tlie legislature seeks to 
■control the executive by making it accountable for the budget 
that it has put into execution. Hence it is best for the audit 
■authority to be tlie direct agent of the legislature. Another 
-advantage is tliat tlie audit autliority, if it carries on its ivork 
■continuously, can co-operate witli tlie Treasury or Finance 
■Department to promote efficiency and prevent irregularity 
■on Uie part of government departments, even while the budget 
is being executed. 


Efficiency of Audit 

Does audit perform a useful function ? The auditor 
Is an instrument of negative control. His very existence has 
great moral value. The fact tliat he will bring all faults to 
the notice of tlie Public Accounts Committee — and the work 
-of an officer must get reflected in tlie accounts in some shape 
■or otlier and be subjected to scrutiny at some stage or other 
— puts tlie departmental officers on their guard against 
irregularities or reckless expenditure. It is no business of 
the audit authorities to meddle with the daily administration ; 
■consequently the results of audit cannot be directly assessed, 
except in so far as frauds and misappropriations are brought 
to light and moneys recovered. The utility of audit may be 
•compared to that of the police. If nothing imtoward happens, 
they seem to be useless. Yet none will deny the utility of 
:a police organisation, as the country has to be prepared for 
emergencies. Now tlie temptations for the administration 
to deviate from the straight path are many. Hence the need 
•for an audit organisation to exercise a wholesome check. 
Audit also shows positive results, seen chiefly in the changes 
at proposes in the form and classification of accounts. 

7 
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INDIi\N CONSTITUTIONAL BACKGROUND 

Ff.VA^aAL ADill.VISTBATJON* A-VD THE CONSTITUTION 
The financial arrangcracnis of a sUtc arc circumscribed by 
Ihe constilulional fraroeisork ; for ihe law of ihc consUtu* 
lion is Uie lundatnenlal Uw of ihe land. Tlie coiytiluUon» 
be it isntlen or unisrillen, demarcalcs the functions and 
powers of the organa of the stale, and so broadly determines 
the agenU of financial control, their powers and duties, 
and the procedure of financial administration. The 
English Parliament, for instance;, is sotercign ; its lepslative 
powers are therefore uaUmUed and vtscouiiol o\er the nation’s 
purse full and complete. The constitution of tlie U.SA., 
on the other hand, gives expression to the principle of 
separation of powers ; and the financial system also bears 
the impress of a water-tight division of the powers of the 
Congress and the President Again in the ^glish Parlia* 
ment the House of Commons is constitutionally supreme in 
all matters of finance ; in the U.S.A. the Senate is more 
powerful dian the House of Representatives. 

When the constitution is not only written but very 
detailed, as our new constilutioo is, it not merely indicates 
the broad outlines of finaucial control but actually determines 
the leading features of financial administration. It is the 
purpose of this chapter to examine J?ow far the Government 
of India Act of 1935 detennines our own sysSen 3 of financial 
control and financial administration. 

^ Even more important than the law of the constitution, 
is the spirit in which U is worked — those healthy conventions, 
usages or practices that are the outcome of the nation’s 
parucular genius. In the U.K. it is precisely such conven* 
Uons that have made its parliamenUry procedure a model 
tS -i® -ftoAl, Tne .lanamE nilea ol the 
House of Commons embodj- principles wtidi in most 
oounlnes mo mcorpotated in the consliluUon. It is also 
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by changes in constitutional conventions and practices that 
American critics, like W. F. Willoughby and A. E. Buck, 
advocate a modification of the financial system of the United 
States. In a country like India, young in the art of demo- 
cratic government, diere is all tlie more need to establish 
liealtliy conventions, which with tlie passage of years will 
foiin constitutional traditions giving flesh and blood to the 
dry bones of statutes, rules, and regulations. The Act of 
1935 very advantageously embodies in its numerous clauses 
many of the English constitutional conventions that play 
an important part in financial administration, e.g., a smgle 
fund or account to which all receipts of a politically autono- 
mous unit are credited and out of which all payments are 
made, tlie recommendation by the executive for any proposal 
to increase taxation or expenditure, etc. 

Financial administration is a subject in which political 
and financial authorities, the legislature and the executive 
and the administration, have to be studied in their inter- 
relations ; and all of them have their powers, privileges 
and duties deteraiined broadly by the constitution and the 
conventions that have grown round it. Hence the close con- 
nection between the constitution and financial administration. 

India in Transition 

The interest in financial administi’ation centres on its 
ability to be a faithful servant of democracy. Economy, 
despatch, regularity, simplicity, are the marks of an efficient ' 
system of financial administration. Perhaps a Dictator 
whose win is supreme in the state may achieve that efficiency. 
But we shall be concerned with the other and perhaps more 
important aspect of the problem, namely with financial 
administration being so ordered and regulated that it is a 
means to carry out the will of the people who are the final 
masters of the state. 

Viewed from this angle, the Indian system of financial 
administration is imperfect, because we have not yet reached 
the goal of complete self-government. Even the Act of 1935 
which aims at imifying for the first time in history the 
provinces and Indian States into a federation is but one 
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further step lot^ards it, one of the ‘succesane stagw hy 
vihich, according to Uie preamble lo ibe Gotcmmcnl of India 
Act of 1919, ‘ It IS the declared policy of Pacliamcnl to 
protide for the increasing association of Indians m etcry 
branch of Indian Administration and for llie greatest dcic 
lopment of self got enimg insliluUons Midi a \icw to tlie 
progre-sne realisation of responsible gosenimenl in BrilisU 
India as an integral part of the Empire ” 

Tlie first step loMards self gosemment in India was 
inaugurated by the Morlcy Mmlo Ueforros of 1909 Tlie 
central and pro\incial legislatnc councils wbicb for die first 
lime since IBoS included elected members were enlarged 
Hie central council discu«9ed llte estimates of the Coiemor 
General m Council, and members could move re«oluUons 
relating to alterations m taxation ncv> loans or additional 
grants to local governments, though these re^olulions Mere 
just recommendations to wbidi government gave such con 
sideration as Uiey ihou^it fit. When die resolutions were 
dispo«ed of the final budget was presented by die 24lh of 
March This budget could only be discussed, thou^ even 
as regards discussion, military, political, provincial and 
ecclesiastical affairs and state railways were outside the 
punieiv of die council In the provinces the preliminary 
budget was framed m di»cu«. ion with die Ccntnl Govern 
ment then considered by a small committee of die provincial 
council, of whom half at least were elected members, and 
finally sent to die centre for incorporaUoo m die general 
budget 

From the foregoing it is evident that financial control 
h) die people s represenlaUves had not j et come mlo existence, 
though die voice of the people could make itself heard on 
a few subjects m the councils that were dominated by a 
powerful bureaucracy 

The next step m the direction of self government found 
expression in the Act of 19i9. which placed the Government 
ofi Tjidifl. ‘hfu Sjcwfeairy th’bcia: Vor Tnhia assisleh ‘by 
the India Council Tlie central and provincial legislalmes, 
1 Rtferred to herutter u the Act ol 1919. 
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now furtlier enlarged, consisted chiefly of elected members, 
tliough nominated and .official members were always able to 
form a sort of ‘ official bloc A system of dyarchy was 
was started in the provinces and the Secretary of State was 
enjoined to relax his control over the ‘ transferred subjects.’ 

Certain sections of tliis Act which refer to the centre 
are still in force witli certain amendments,^ and are tliere* 
fore considered in die next section of diis chapter. In the 
provincial sphere die ' ti'ansferred ’ departments were imder 
ministers responsible to die Legislative Council, and the 
‘ reserved ’ departments in charge of die Governor in Council. 
The Legislative Council had financial powers similar to 
those of die Assembly at die centre. It discussed estimates 
and voted on demands for grants which had to be recom* 
mended by die executive and which it could accept, reject 
or reduce. Certain items- were excluded from die vote of 
die legislature ; and die Governor had die power to decide 
whedier any expenditure fell within diose items. Like the 
Governor General, die Governor could declare diat a 
bill was essential for the discharge of his responsibi- 
lities and declare it an Act. Such a measure, however, had 
to be reserved for die signification of die pleasure of the 
Croivn by die Governor General and laid before both Houses 
of Parliament before assent was given, unless die Governor 
General held diat a state of emergency justified his assent 
forduvith. By the Devolution Rules^ the provinces were 
given die power to levy taxation and borrow moneys, in the 
latter case only with die consent of die Government of India. 

In each province for die better working of the financial 
system, a Finance Department in charge of a Financial 
Secretary was created ; and entrusted with the responsibility 
of managing the loan accounts and famine funds, examining 

1 . Vide Nintli Schedule to the Act of 1935. 

2 . e.g. contributions to Uie Central Government, salaries and pensions of 
persons appointed by, or with the approval of, the Crown or tlie Sec- 
retary of State in Council, salaries of high court judges and of the 
Advocate General. 

3 . Under Ss. 4SA and 129A of the Act of 1919. 

4 . Devolution Rule 36. Vide Appendix III. 



102 


riNVNCIAL ADMINISTBATION fS JNDU 


taxation and borroMing proposals, sanclioning csiiraalcj of 
menue and expenditure, framing rules for the conduct of 
financial Lusincss by other dcpartniculs of llie government, 
acting upon llie reports of llie Principal Auditor and assist* 
ing die Public Accounts Committee of die Legislative CounciL 
Here then was established an important agency for an eCicicnt 
s>slcm o! financial administration— an asset of great value 
In the field of finance, however, decentralisation was 
necessitated by die size of die country and its population 
From 1877 the finances of India have been increasingly 
decentralised till now the constitution contempUlcs finance 
on a federal basis The sHieme of decentralisation of Lord 
Mayo was begun in 1871 and revisions of die sclicmc were 
earned out at quinquennial intervals from 1877 lo 1897 
In 1901 die centre placed its relations with die provinces on 
a semi permanent basts Minor changes in the scltlemcnt 
of 1904 were introduced m 1912 , but in the tnain it vvas 
the former settlement Uiat continued till 1921 In that >car 
die provinces were under the Devolution Rules, allotted 
certain sources of revenue even though they still remained 
under the control of die centre By the Act of 1935 the 
provinces and the centre have separate sources of revenue, 
and in addition die former enjoy the benefit of assignments 
of tax proceeds and subventions from the latter 


Tlie Act of 1935 is a further step in Uie direction of 
self government As the presentday system and the con 
templalcd federation arc dealt with at lengdi m the next 
section It will suffice here lo make a fevr general remarks on 
the mam features as envisaged by the Ac* 


The federation is not to enjoy die rcoponsibliues and 
privileges of a Dominion The British Parliament sull 
retains its control over India and the power to determme 
the Unie and manner of consUluUoiia] advance Hence the 
special powers and lesponsibililies of the Governor General 
and the Governors and the many reslncUons on Uie powers 
Consequendy the Act only contei^lates 
limited self government— a parliamentary form of eovem 
n.™ wta the M ..balance of pari.amem.ry 
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This fact will have a very profound influence on the financial 
po^vers of tlie different authorities in India and the various 
financial practices and procedure. The establishment of the 
federation is further made dependent on tlie entry of Indian 
States into it. No such option, however, is available to the 
provinces. Again while all the provisions of the Act are 
applicable to^the provinces, the Rulers of Indian States are 
to specify in tlieir Instruments of Accession the subjects^ 
over which tlie Federal Authorities will have control in their 
States. Hence tliose veiy units which are less advanced in 
popular government ivill have a large voice in controlling 
the destinies of what is now termed British India. 

Provincial autonomy is the second main characteristic 
of the new constitution. The provincial legislatures are 
fully elected and dyarchy has been replaced by a popular 
ministry. Tlie province now has its own well marked sphere 
of legislation and separate sources of taxation. 

The Act of 1919 entrusted the Secretary of State in 
Council vfith complete control over all acts and operations 
xelating to the government or revenues of India. The 
Governor General in Council for the civil and military gov- 
ernment of India and die Governors with their Councillors 
and Ministers for the government of the provinces were the 
direct subordinates and agents of die Secretary of State, 
who ivas required to relax or remove his ivide powers of 
superintendence, direction and control with regard to 
* transferred ’ subjects. By die Act of 1935, however, the 
federation and the provinces — and this is the third charac- 
teristic of die new constitution — derive their powers 
by direct delegation from the Croivn and may exercise them 
independently, the former subject to die general direction 
and control of the Secretary of State and die latter of the 
Governor General on certain matters specified by die Act. 

The Financial Structure 

The political arrangements in a state are of interest 
to a student of^financial administration in so far as they 

3. These are to be explicitly enumerated in the Instruments of Accession, 
which once made are irrevocable, unless amendments by Parliament 
are such as completely to change the substance of the present Act. 
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(lelcrminc influence and shape Oie system of finance in the 
country Hence ise shall now consider Uic powera and 
functions of llie different statutory bodies and a^orities 
m their relation to (mancial administration Tlie n«l 
chapter will coi Uin a description of tlic cliicf parts of \hc 
admiiuslrativc macliincry of India 

The Secretary of Slate and his Adt isers Tlic Secretary 
of Slate for India is tlie member of tlic Britisli cabinet v>ho 
in reality 0x6101*^:3 tlie powers of tlic Crown and to whom 
the Governor General and the Governors are constitutionally 
rc'-ponsihle. Under tlie Act of 193 o liis control over India 
has ostensibly at least decreased He hovvever retains full 
control over tlie Services prepares ilic In^'tnimcnU of 
Instructions to the Governor General and the Governors, 
and possesses die powers of superintendence and dircc 
lion over the Governor General and Uirough Uie Gov 
emor General over die Governors in all matters m 
which d cy are reiiuircd I y die constitution to act in 
their discretion or exercise their individual judgment. 
Con^uenlly de Secretary of State has control over the 
Defence Ecclesiavlical and Tolitical Departments, which 
account for over half the expenditure at die centre, over all 
diarged expenditure over the financial stability and credit 
of the federation over all oUier special pov^ers and rc«pon>i 
bilities of die Governor General or Governors , and there* 
fore his financial powers though indirect are quite sub'^lanlial 
The personal equation between the Secretary of Stale and 
the Governor General determines the extent of these powers 
in practice Tlie Secretary of Stale on the introduction of 
provinaal autonomy has been deprived of the borrowing 
powers he exercised hitherto though during the transition to 
federation he may with the approval of hi, Advi^rs contract 
sterling loans on behalf of the Governor General who dur 
ing that period u debarred from floating any such loan# 

To assist the Secretary of Slate the Act provide, for 
nuCiV*!,^ dan dree nor more dan eix m number and 
during the transition period not less U an eight nor more than 
twelve These Advisers may be consulted either collectively 
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or individually or not at all ; even when consulted their 
advice is not binding on the Secretary of State except on 
certain matters relating to tlie Services and specified chiefly 
in Part X of tlie Act, and except during the transition, on 
directions regarding grants or appropriations and contract- 
ing of loans. The powerful India Comicil has thus been 
substituted by a purely advisory- body. 

The Central Executive. The Central Government in 
India, is in a peculiar state of transition and is governed by 
Part XIII of, and the Ninth Schedule to, tlie Act. The chief 
executive authority is tlie Governor General in Council. The 
Governor General has all tlie powers and duties given to him 
by the Act as ivell as other powers which His Majesty may 
assign to him. He is assisted by bis Executive Council whose 
advice he is bound to follow, tliough he may override it on 
any measure he thinks essentially affects the safety, 
tranquillity or interests of British India or any part of it. 
For die exercise of the functions of tlie Crown in its relations 
witli Indian States, there is appointed a Croivn Repre- 
sentative,^ a legal autliority separate from tliat of the Gov- 
ernor General. Both offices of Governor General and Croivn 
Representative may be and are filled by tlie same person. 

Constitutionally the Governor General and the Governor 
General in Council are under the general control and super- 
intendence of the Secretary of State, whose directions they 
must comply with. All executive authority is to be exercised 
on behalf of His Majesty by the Governor General in Council 
directly or in his name by officers subordinate to him. This, 
however, does not prevent the central legislature (which 
during tlie transition enjoys tlie powers of tlie federal 
legislature) from conferring functions on subordinate 
autliorities. The executive autliority of the Governor General 
in Council extends (a) to matters within the purvieiv of the 
legislature, (b) to naval, military and air forces borne on 
the Indian establishment, and (c) rights, authority and juris- 
diction of the Crown in relation to tribal areas. It does 
not extend to tlie provincial sphere. 

1. Vide Ch. XIV, D. The Cro-Mn RepresentaU’ve’s Deparfmcnf. 
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The Governor General has the power to frame rulw 
and orders for llic more comcnient transaction of ImsintoS m 
his Executne Council. Tliese rules and orders ha>e an 
important bearing on tlie administrative structure and on 
financial control, because they assist to tlie Finance Depart- 
ment a po.'ilion of primacy and a special role in the financial 
system of tlic Central GovenunenL The Governor General 
has also ll.e power to certify tliat a hill is essential for the 
safety, tranipiillilv or interests of British India or any part 
thereof and declare it an Act, ihoagh every sudr Act must be 
laid before Parliament and receive the assent of His Majesty 
in Council before it begins to have effect, unless the Governor 
General is of opinion Uiat a state of emergency exists when 
the Act will come into force immediately. 


In the field of budgetary finance he mu»t cause to be 
laid before both chambers of the legislature the annual, and, 
if ncce»sary, a supplementary* financial statement of 
estimated receipts and expenditure. In lliis budget state- 
ment expenditure is divided into ‘voted* and ‘non-voled* 
or ‘ charged on the revenues,* the buer referring to certain 
specified heads of expenditure,* which may not even he 
discussed, unless tlte Governor Genera] othenri^ directs. 
The deci«ion of the Goveinor General as to whether any 
expenditure falls vvidiin dio^ heads is final. Tlie recozn- 
mendation of die Governor General is necessary before any 
demand for a grant may be placed before the legislature, 
which may reject, reduce or a«5ent to it But the Governor 
General may restore a rejected or reduced demand, if in his 
opinion it is essential to the dUdiarge of his special respon- 
slbiUlies ; and he may further authorise expenditure which 
he deems essential to the safety or transquillity of Briti»Jh 
India or any part of it. The recommendation of the Governor 
General is also reijuirfd for imposing or increasing a tax,^ 
for regulating borrowing and other financial obligations. 


1 Y«!e Xmth Sdwiuie to ibe Act of iws. S. (j). 

^ ^ anwninent ^ktudi S. I41 proixMcs «• rane* any 

tsi or dety m ^^h>ch the t^onoMs are inlerwled. or by S. tS3 affttts 
or currency or c<n$uttitian of the Reserve BanV. caa be 
uArodtictd wihoat the Coeemor General's previous s 
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As tlie representative of the Crown in its relations with 
Indian States the Governor General has his financial powers 
conveyed to him tlirough Letters Patent. The Government of 
India must pay^ to tlie Crown Representative such sums as 
may be required for the discharge of his functions in relation 
to Indian States. Hie budget of tlie Crown Representative, 
calculated on a net basis and charged on tlie central revenues, 
can neither be voted on nor discussed by tlie legislature. 

Other financial provisions require the Governor General 
to make rules for the custody of public moneys, to approve 
of the form of accounts and the directions given by tlie 
Auditor General on tlie methods and principles on ivhich 
accoimts should be kept, to receive tlie audit reports for 
transmission to the legislature, to decide whether any 
proposed expenditure falls witliin a class of expenditure 
charged on the central revenues and even ividiin tlie head of 
accounts under which any transaction or class of transactions 
ought to be recorded. 

The Executive Council continues to be, for tlie present, 
the Governor General’s cabinet. In theory mider tlie Act of 
1919 the executive councillors have equal power with tlie 
Governor General ^vho is merely the President of the Council 
with tlie privilege of a casting vote. But the poiver to over- 
rule the council or a dissentient majority of it, when in his 
judgment the safety, tranquillity or inteiests of the British 
possessions in India are or may be essentially affected, has 
greatly sti-engdiened his position. In such cases any two 
members of the majority are entitled to insist that the 
circumstances be notified and the copies of dissent forwarded 
to the Secretary of State. In practice the personality of the 
Governor General plays an all important part and it is 
possible for him to reduce his Executive Council to a mere 
administrative committee. The Viceroy’s Council works on 
the portfolio basis. Each member has charge of a particular 
department, is assisted by a permanent departmental secre- 
tary, and though responsible for its ordinary business, is 
bound to lay all important cases before the Viceroy whose 

1. S. I4S. 
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will forms Ihe final arhitramcill in all creal questions of 
policy in i%liicli he sees fit to exerase iL 

Tlie strange peculiarity of Ac Act of 1935 is Aat 
djarcli), Mhich Mas acknowledged to be a failure m Ae pro- 
vinces, Ins been adopted for Ac federal goveromenL 
Defence foreign and ccclcMa&lical affair*, and mailers 
regarding tribal areas form reserved subject*, control over 
which will lie exercised by tliC Goxemor General in his 
discretion To assi*t him in Acs-c tasks he may have not 
more than three Counsellors For Ac admmislration of 
all oAer federal affairs provision has been made for a Coun 
cil of Mimstcrs not exceeding ten in number, to aid and 
advise Ae Governor General Tlie ministry vrill be so 
heterogeneous, including as it muM Ac interests of the 
States and of the minoritie* Aat its will m Ae legislature 
will l>e feeble Tins lack of unity, Aough Ae Goxemor 
General is expected to encourage joint rcsponsihihty among 
his ministers and joint consultation between him«elfi his 
counsellors and his nutu-ters, will reflect iL>^l/ m Ae powers 
of Ae Finance Munster and liis department , and Au» 
fundamentally affect the financial system 

Towards Ae mmiMers Ae Governor CencraFs position 
IS peculiar On certain matters he must be guided by Aeir 
advice , on otliers he must consult Aem even Aougli finally 
he must decide m his individual judgment , on still oAers he 
need not consult Aem at all, for he is required to act in his 
sole discretion And it is in connection wiA Ae latter two 
categories Aat he is subject to Ae general superintendence 
of Ae Secretary of Slate Under Uie second category comes 
a number of special re*ponsi(>ibties,^ among which is Ae 
safeguarding of die financial stability and credit of Ae 
federaUon For die efBaent discharge of Ais responsibility 
he IS empowered to provide appropriations which shall not be 


1 A. K. Gliose, Public /Umn ttra> on in India p. 115 
2. « K tlie prevention ot any crave menace to the peace or trarwuillitT 
of India or an> part thereol s»f«viardng ot the legiumate interests 
W mmont es and ol Oie nglrts c* monbers cl the Services the prevea 
Won ot discnnanalory Je*«Ui ai aad ot trade discnmtnaoon against 
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subject to the vote of die legislature and to appoint a Financial 
Adviser to assist him. This olScer will also he available to 
the federation on any financial matter he may he consulted 
upon. The cumulative effect of all diese provisions is that 
over 80% of the central expenditure will be outside the 
conti'ol of the legislature and subject only to the Governor 
General and through him to the Secretary of State. 

Ministers must be members of either chamber of the 
legislature and a minister without a seat for six months ceases 
to be a minister. The constitution veiy wisely provides for 
contact between the legislature and the executive, for the 
Governor General may address or send messages to any or 
both chambers of the legislature, and further every minister 
has the right to speak and take part in the proceedings of 
eidier chamber, though he will have no vote unless he is a 
member of that chamber. This provision is in keeping with 
the principle of co-operation between the executive and the 
legislature, so necessary for the harmonious working of the 
budget system. 

The Finance Member of die Viceroy’s executive has 
, sometimes been called the Indian Chancellor of die 
' Exchequer. This is very misleading for his influence will 
not stand comparison with that of the powerful British 
figure, who is a colleague of the Prime Minister and stands 
high in die party organisation. In fact, the Finance Mem- 
ber’s influence in die Executive Council depends entirely on 
the support he can secure from the Governor General. 
Neither the Finance Member nor the Finance Minister to 
come has any special position accorded to him by the consti- 
tution, as happens in some countries ; his importance depends 
on the Rules of Business and the conventions that are 
established. 

As at present the Governor General ivill have the power 
to frame Rules of Business^ for the more convenient transac- 
tion of the business of the Federal Government and for the 
allocation of that business among his ministers, provided it 
does not come within the exercise of his sole discretion. To 


1 . S. 17. 
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Ihe imporlance o£ Eudi rules allcolion has already been 
drawu As regards financial procedure the Governor Gene- 
ral has to authorise all expcntjilure m a schedule 
authenticated hy him, and unless grants and appropnali^s 
are included in it no expenditure may be incurred ^le 
Governor General, however, may not increase in the schedule 
the amount to be charged on tlie revenues as shown in tlie 
budget estunales 

The Act of 1935 also provides for an Instrument of 
In'trucliona to the Governor General to ‘•bow him the spirit 
m wlncli he must exercise hts privileges and duties * It is 
meant to guide him in regulating Uie conduct of the Executive 
Government, interpreting liis special responsibilities and 
exercising his discretionary powers and functions It is 
hoped tliat modifications mi^t be introduced from lime to 
time in the Instrument, so that the Federal Ministers might 
gradually be able to eularge their povters and so prepare the 
way for amendmenb to the constitution 


The CerOral fiegufoiure The two chambers, the 
Council of State and Uie Legislative As<emhly,^ have equal 
powers except on financial matters These powers are those 
that will be exercised by the federal legislature, qualified by. 
the provisions of the ninth sdicdule to the Act of 1935 The^ 
annual estimates ate presented to the legislature, but certain 
mavters^like interest and sinking fund cliarges on loans, 
expenditure prescribed by any law, salaries and pensions of' 
persons appointed with ie approval of His Majesty, sums, 
payable to the Crown Representative, expenditure onj 


L He IS Teiputtd e.g a regard to the federal exccutirt to 

ministers m consulmion witb the leader cf the icajontx la the legu 
lature, and to appo nt those persons including as far as pracbcable 
rcpreserrtalisxs of the Federated SUtes and members of important 
rmnonty cowraim t es, who wiU best be Me collectively to cmninaDd 
the confidence of the legisblute. M the same time he has to bear 
in m nd the nc^ for fosCeniig a sense of }ant responsibU ty among 
fns nunislers. Again the Governor General is expected to encourage 
the practice of jesnt consulutioa between himself his counsellors and 
his ministers. 
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defence, external and ecclesiastical affairs, and affairs 
relating to tribal areas, expenditure on matters which come 
within the ambit of the Governor General’s sole discretion — 
are not only non-votable but also excluded from discussion 
aimless the Governor General otherwise directs.^ Initiative 
of appropriation rests with the Governor General ; and the 
Assembly, to whom alone the demands for grants are sub- 
mitted, may accept, diminish or refuse them. Further, 
if the Governor General deems it essential to the safety, 
tranquillity or interests of British India or any part of it, 
he may, by his poAver of certification, turn any bill introduced 
by him and rejected by the legislature into law. 

Tlie federal legislature will consist of His Majesty 
represented by the Governor General and the two chambers, 
the Council of State and the Federal Assembly .2 Both 
chambers will have co-ordinate powers on all matters save 
finance bills,^ -^vhicli must be inboduced on the recommenda- 
tion of the Governor General and only in the Federal 
Assembly, and demands for grants which must fii-st be sub- 
mitted to the Federal Assembly and thereafter to the Council 
of State, provided that where the Assembly has reduced a 
demand, only the reduced amount must be submitted to tlie 
Council of State, and where it has refused, no demand must 
be submitted, imless in eitlier case the Governor General 

1 . Discussion on defence estimates is usually allowed. 

2 . The Council of State will have 260 members, 156 being representa- 
tives of British India and 104 of the Indian States ; the Federal Assot- 
bly will have 375 members, British India and the States contributing 
respectively 250 and 125. The Coundl of State will be a permanent 
body not subject to dissolution, but one-third of the members shall 
retire every third year. Every Federal Assembly unless sooner dis- 
solved shall continue for five years from the date appointed for its 
first meeting. 

3 . S. 37. (r) A bill or amendment making provision — 

(o) for imposing or increasing any tax ; or 

(6) for regulating the borrowing of money or the giving of any 
guarantee by the Federal Government, or for amending the law 
with respect to any financial obligations undertaken or to J)e 
undertaken by the Federal Government ; or 
(r) for declaring any expenditure to be expenditure charged on tlie 
revenues of tlie federation, or for increasing the amount of any 
.such expenditure, shall not be introduced or moved except on tlie 
recommendation of the Governor General, and a_ bill making such 
provision shall not be introduced in the Council of State. 
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direcls ollicmisc * E\en if a demand is reduced or reject^, 
the Govenior General may re instate the grant, if >n his 
opiuion it IS necessary for the discharge of his special rc$» 
ponsihihties Further no expenditure may be incurred 
unless It IS included in a sdiedule of authorised expenditure 
by (he Goiernor GencraJ 

Tlie rules of procedure for the legislatixe chambers are 
at present determined by die Governor General hut m tlic 
federation each house Vvill make its owti rules for regulating 
tlie procedure and conduct of busmc«s, tliougii llie Governor 
General in lus discretion, after consulting the President of 
Uie Council of State or Uic Speaker of the Federal As^emhlj, 
may make rules, among other purposes, for regulating the 
procedure regarding any matters vvluch affect the discharge 
of Ilia functions, in so far as he has to act m his discretion 
or individual judgment, and for «ecuting the timely com* 
pletion of (tnancial business The Legislative Rules provide 
for a Public Accounts Committee, an important agency for 
financial control 

Tlie Act provides for legislative sessions at least once 
a year, the interval between any two scsvions bemg less than 
twelve monilit^. Tins action is al'O secured by the provision 
whicli requires tlie budget estimates and the demands for 
grants for volable items to be submitted aonually to (he 
legislature 

When tlie federation is establisbcd the railways wiU 
cea«e to be under the control of die legislature Hie railway 
budget will then no longer be submill^ to it and the manage* 
ment of the railways will be entrusted to a Federal. 
Railway Authority The Federal Govemmeut wiU of 
cour»e exerase some control over the Authority, spe- 
cify througli instructions on questions of policy by 
which the Authority wiU be guided The Railway 
ribunal will be established to hear and determme 
complaints against the Authority which is required to afford 
reasonable facilities for the receiHug; forwarding ^nd 
e ivermg of traffic upon and from the railways, and to 
1 S 34 (a) 
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secure that tliere sliall be between one raihvay system and 
another no unfair discrimination by the granting of undue 
preference or otherwise, and no unfair or uneconomic 
competition. 

Audit Authorities. The Act provides for the appoint- 
ment of an Auditor General of India whose duties and powers 
in regard to accounts and audit are laid do^vn in the Act and 
amplified in tlie Audit and Accounts Order. His status and 
conditions of service are such as to give him a position of 
detachment and independence. For the present his tasks 
extend to the centre and die provinces, though by tlie Act 
a province may have its own Auditor General. The proce- 
dure for die pmpose is this. Not less than tivo years from 
the inauguration of Part III of die Act a province must JBrst 
pass an Act charging the salary of the Auditor General for 
tile province on its revenues. Three years later His Majesty 
"will make the fost appointment of die Provincial Auditor 
, General. Hence no province could have its own Auditor 
General before 1st April, 1942. 

The duties and powers of the Auditor General of India 
are discussed in detail in a later chapter.^ Suffice it to say 
liere that he is concerned with both accoiuits and audit, and 
that he is the instrument by which the executive exercises a 
check on the administration, and by which also the legis- 
lature, even though he is not its direct agent, attempts to 
control tlie executive on budgetary matters through die 
Public Accounts Committee. 

For the audit of the central and provincial transactions 
in England the constitution provides for an Auditor of 
Indian Home Accoimts, subject to the general superinten- 
dence of the Auditor General of India. 

The Provincial Executive. With the inauguration of 
provincial autonomy in 1937 dyarchy has been done away 
■with, ministerial responsibility established, the Croivn 
brought into closer association ivith the province and a con- 
siderable measure of self-government mtroduced. The 
Chief Executive of a province is the Governor and in his 

1. Vide Ch. IX, The Auditor General and Accounts and The Auditor 
General and Audit. 

8 
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uamc ihe eitcnUie autliorily of ihe province is emrcised. 
This execuUie aullionly exlcnJs roughlj to all maltcrs on 
■which tlie provincial legislalure is empowered lo legislate 

Like the Governor General, and for a similar purpose, 
the Governor receives his Instrument of Instructions^ In 
certain specified matters the Governor has to act m his dis 
cretion or lus individual judgment, and in all such matters 
is subject to die general control and direction of tlie Governor 
General Like the Governor General, the Governor has lus 
special responsibilities 2 i»hidi come VMthin tlic sphere of his 
individual judgment and in the discharge of v»hich he i> 
entitled lo provide for such appropriations in the annaal 
budget as he (Jeems necessary 

The Governor is empowered to frame “Rules of 
Business for the conduct of government business, and tlicse 
Rules have a like importance for the province as the rules 
framed by the Governor General for die centre The Gov- 
emor also po«se< es certain legi^ative pov^ers when Uie 
legislature is in recess and at any time with respect to subjects 
m regard to which he must act m his decretion or individual 
judgment 

In budgetary hnance the Governor has, like ihft 
Governor General Uie responsibility of laying before thn 
provincial legislature annually the financial statement oft 
estimated receipts and expenditure and if neces&ary ai 
supplementary financial statement Furtlier he must recom* 
mend every demand (or a grant and all money bills before 
they are introduced in the Assembl} He also frames the 
rules for the safe custody of public moneys, receives the 
audit reports on provincial accounts from the Audiloiv 
General and decides not only whelher any proposed expends w 
lute falls wilhm a class of expenditure charged -on ihel 

L He ij eojwned to nutntsin good mndsrds of admituslraijoo, to 
oicouraae rtljfious toUiabcav co-openl co and goal »ill imong all 
classes and creeds, to proniote nKaiores making for moral and 

economic welfare, to select Ins mini lets m consulauon wuh the 
tader of a stable majonty in the legislature and to foster a 
of joint respoosbUity among hu tnuusters. 
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provincial revenues, but also the head of account under ivhicli 
any transaction or class of transactions ought to be recorded. 

The constitutional advisers of tlie Governor are his 
ministers^ draivn from tlxe legislature, commanding a 
majority in it and representing as far as possible the 
minority communities as well. The principle of joint minis- 
terial responsibility has been followed ; and the Minister 
of Finance by the Rules of Business holds an important place 
in the cabinet.^ Ministers are assisted by permanent 
departmental secretaries to the government and function on 
the portfolio system. Ministers are required to bring to the 
notice of tlie Governor, and tlie secretaries to the notice of 
tlie ministers and tlie Governor, all business so required to 
be brought by tlie Rules, and in particular matters which 
appear to or do involve any special responsibility of the 
Governor. 

The ministry is in full control of provincial finance 
except as jegards expenditure charged on the revenues, 
which aino unts.,-t<xabout 15% of tlie totaI^xpendifufe]!6f a 
prov ince, or required by the Governor for the discharge of 
his special responsibilities. The former is not subject to tlie 
vote" of the 'Assembly ; the latter, even if refused by it, may 
be restored by the Governor in the schedule of autlienticated 
expenditure which puts at die disposal of die spending 
agencies the appropriations for the year. 

Tlie Provincial Legislature. Provincial legislatures 
have this peculiarity that while those of Bombay, Madras, 
Bengal, the U. P., Bihar and Assam are bicameral, the rest 
are unicameral. The strengdi of the Councils and Assem- 
blies^ varies considerably from province to province. The 

1. No maximum number is prescribed as for the federation. 

2. The Finance Department is the custodian of provincial finance and 
tlie watch-dog for economy in the administration. But much depends 

' however <in the ministerial policy followed and on the influence tliat 
the Finance Minister may wield over liis colleagues. 

3. The upper chambers are called Legislative Councils, are permanent 
and not subject to dissolution, though one-third of the members must 
retire every third year. The Legislative Assemblies, which are the 
lower houses where the bicameral system prevails, continue _ unless 
sooner dissolved for five years from the date appointed for their first 
meeting. 
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co^^muuon provides apcaficall) lhat Uic legislature, a# at 
Uie centre, should meet once at least m every year, the 
inlcnal between any two sessions being less tiian a year, 
lliougli such action is also retjuircd /or tlie voting of the 
demands for grants for the financial year 

Like die Governor General, ilie Governor has the n^t 
to address and send messages to the legislature, a nglit to 
be exercised in lus discretion Furilicr every mimslcr has 
the ngiil to speak and otlicrvsise lake jvarl in the proceed* 
mgs of both houses and llicit committee*, but unless he is a 
member of Uiat house is not cnliilcd to vole lienee, as at 
the centre, contact between tlie executive and the legislature 
IS fully provided for Qotli cliambcrs, except on maltcra 
relating to fmance, have co-ordinate powers Estimates are 
laid before both but llie demands for grants, recommended 
by die Govenior, arc presented only to the Legislative 
Assembly Secondly fmancial bills may be introduced only 
m the Assembly and these not without a similar recom* 
mendalion Besides m die event of joint sessions, the Assent* 
bly with Its superior numerical strengdi will easily cany the 
day 

Each chamber is empowered to frame its own rules to 
regulate die procedure and conduct of its business Tlie 
Governor, however, has die nght, to he exercised in hu dis- 
cietion after consultation widi die Speaker or President, to 
make rvilea, among odvei purposes, for regulating matters 
aCfecling the disdiarge of functions when he must act m his 
discretion or individual judgment and for the securing of the 
timely completion of fmncial business 

The PnESEvr and the Future 
With the outbreak of war federation has receded 
into die background Soon after the declaration of war the 
Governor General, with ihe consent of the BnUsh Govern 
ment, promised Dooimioa Status of the Westminster variety 
as soon as possible after the war was over together with the 
immediate expansion of his Executive Council by the in 
elusion of representatives of the various parties More 
recently the proposals of Sir Stafford Cnpps went ev^ 
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furdier. All portfolios were to be handed over to represen- 
tatives of the people immediately, except that of defence. 
The political parties, however, have not seen their way to be 
enthusiastic over tliese promises and proposals. The Con- 
gress ministries in seven provinces resigned office soon after 
tlie outbreak of war and tlie Governors, having proclaimed a 
breakdown of the constiution, have taken upon themselves the 
task of administration with die assistance of Advisers. Thus 
for die present there is a stalemate. What the future holds 
in store no one knows. But this work, it has been said at the 
very beginning, assumes diat federation as outlined in the 
Act of 1935 will be established, even though an all-India 
federation is at present a remote possibility. Should, however, 
dominion status be established, our financial system will be 
increasingly responsive to the will of die people’s represen- 
tatives. Should federation, which for the fii'st time in history 
aims at unifying India, succeed, we may then truly, be said 
to have a national system of finance. But whatever happens, 
an analysis of the financial system as it prevails today and as 
it is envisaged by the Act of 1935 should be hejpful towards 
solving problems diat will necessarily arise from the transi- 
tion of ffie piesent to the independent status of the future. 

Fundamental Principles 

Every constitution widi die usages and conventions diat 
have grown around it contains certain principles which form 
the foundation of the financial system. In the U.K., for 
instance, there are four broad principles i^^fostjjjdmt every 
tax or appropriation measux'e must be authorised by the 
House of Commons on the recommendation of the executive, 
and further that moneys must be appropriated for die pur- 
poses for which they have been granted ; secondly diat all 
receipts and all payments should pass through a Consolidated 
Fund thirdly that die fiscal period should be a year, and 
all estimates whether of expenditure or income prepared 
in advance, and so prepared as normally to balance ivithout 
resorting to borrowings ; and lasdy diat moneys unspent at 
the end of die year lapse. 

1. There are a few exceptions to this such as appropriations-in-aid. 
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The BriUsh Conalilulion gives unlimited soicrcignty to 
the Hou*e of Commons and iliereforo %»hatc\cr restrictions 
tliero may seem to be on its povtera are really in the nature 
of «elf denying ordinances In the USA. Uic tlieory of Uie 
separation of powers prevails Hie legislature, Uiercfore, 
takes advantage of lU privileges so completely to re shape 
the estimates as presented by the executive as to frame a fresh 
budget Furilicr any member may move an appropriation 
or an increase for any exisbng appropriation, as the influence 
of the executive in the legislature is conspicuous by its 
absence 

As far as our ovvn constitution, conventions and practices 
are concerned vve may single out a few principles or rules 
underlying our financial system which is based very largely 
on die British parliamentary modet 

1 As Parliament retains control over India, the 
Governor General and tlie Governors pos«cs3 powers and 
privileges which make them very strong as against the legis* 
laturcs Tlie \ct of 1935 is only another step towards full 
self government the control of the purse by the people of 
India IS therefore very incomplete A large part of the 
expenditure is iionvotablc and controlled only by the execu 
live which m turn takes instructions from the Secretary of 
State for India 

2 Every lax and every demand for a grant must 
receive legislative approval, unless in either case the 
Governor General or the Governor la of opinion that sucli 
a lax or grant is required for the discharge of his special 
responsibilities when he may declare a finance bill to be 
an Act of the legislature and restore a demand if it has been 
rejected or reduced 

„ 3 All expenditure is divided into “ charged ’ and”! 

Voted It is true that in most countries every item of/ 
expenditure is not voted‘ every year In England, there' 
are tlie consolidated fund services for which a parliameniaty 
vote IS not required amiually There is a great difference, 
however, between such expei^itute and ‘ charged ” expendi 
t Salines of judge* are almost tmisemllr no wdaUe 
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lure. The former is limited to certain items on which it is 
desired there should be no political discussion or which 
refer to items tiiat have already secured the sanction of the 
legislature and need not he considered annually. The latter 
does not at all come before the legislature for sanction ; it 
is expenditure entirely outside its control. Certain Services, 
for example, are imder tlie direct control of the Secretary 
of State and consequently tlie legislature has no chance ^vhat- 
ever to approve or disapprove of tlie conditions of service, 
salaries, etc. 

4. No expenditure is authorised, even if passed by 
the legislature in tlie form of demands for grants, unless 
it is included in a schedule of expenditure autlienticated" 
by tlie Governor or Governor General. 

5. Money must be applied for the object mentioned' 
in tlie schedule of authorised expenditm-e. No sums of 
money may be spent by an administrative officer unless they 
are included in tliat schedule. The Auditor General 
conducts an appropriation audit for the purpose. 

6. All receipts from revenues or otherwise must b^ 
paid into a consolidated fund called the Public Account,| 
and all disbursements made from it. TJie Governor 
General or Governor may, however, make exceptions under 
rules providing for the same. There is a separate public 
account for tlie centre and for each province. 

7. The financial period is the year commencing from 
1st April, and tlie accounts are kept on a cash basis. 
The estimates of expenditure and income are prepared in 
advance and so prepared as normally to balance 'vvithout 
resorting to borrowings. 

8. Unspent balances lapse at the end of the financial’ 
year to which they relate, and therefore payments tliat are 
not made within that period must be re-authorised in tlie 
following year. 

9. Every appropriation and tax measure must have 
executive recommendation. This rule prevents all the 
abuses of ‘ log-rolling ’ that are seen in France and the 
U.S.A., where any member is entitled to move an increase 
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ol approprialion or crcn propose an enlirdy Irosli appro- 
prialion for a new object. 

10. Lastly, Uie Finance Department is responsible for 
controlling all expenditure and therefore performs an 
important role in Uve system of financial control. 

PECULlAntTlCS AND LIMITATIONS 
Of the abo^e principles the firft, second and fourth we 
peculiar to llie Indian financial system. Ollier pccuhantics 
are (oLlfie system of combined audit and accounts, produced , 
by history and preser\cd on grounds of economy, (b)* 
independent gosemment treasuries wbicli, howocr, arc being 
continually reduced, (cL^a separate budget for llie railways 
which on die coqimcHcenient of federation wiU pa^ out of 
the control of die legislature altogether, and (a)/dyarchy 
at the centre, with certain resenej subjects entirely outside 
legislative control, diougli questions on dicso subjects may 
lie a<lwed and the estimates discussed. Hence U will be seen 
that some of the peculiarities are due to die historical growdt 
of the system for lopg strongly centralised, odiers to the 
stage of incomplete self government dial has been readied. 

As long as full internal autonomy is not realised, the 
JJjnjtaliDjJs on the power* of Ac ren/re iiJl conlinas. The 
provinces, being smaller and component units, must neces* 
sarily in some degree have their interests and activities^ 
regulated by ihe Central Government, though there is yet 
scope for an extension of the present provincial autonomy. 

Tlie province is empowered by the Act to borrow on 
the security of its revenues, though it requires die consent 
of the federation to borrow oiilstde India or raise a loan 
wben there is sliU outstanding a loan made or guaranteed 
by the federation or the Governor General. Tliis consent 
however may not be withheld unreasonably, or a loan or a 
guarantee for a loan refused, if sufficient reason is shown. 

The Indian States 

Over the Indian States the Crown enjoys righu of 
pararoountcy vrhidi though not treaty rights yej recognise 
1. Speaalljr as regards resuicUans to indebtedness. 
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tlie sovereignly of tlie States in tlie sense of a “well- 
ascertained assemblage of separate powers and privileges,’’ 
and internal autonomy so long as tliere is no maladministra- 
tion. Hence die entry of an Indian State into the federation 
is voluntary^ and must be effected by an Instrument of 
Accession which, however, when once made is irrevocable.^ 
By tliis Instrument the Ruler acknowledges tire authority 
of die King, die Governor General, the federal legislature, 
die Federal Court and other federal authorities, subject 
always to die terms of die Instrument of Accession and 
for the purposes only of die federation ; and furdier specifies 
the matters with regard to which he accepts die audiority 
of the federation and assumes die obligation of giving due 
effect within his State to die provisions of the Act so far 
as applicable to him under the Instrument. By a supple- 
mentary Instrument of Accession a Ruler may extend the 
functions exercisable by the federation. Every Instrument 
of Accession when accepted comes under judicial notice. 

A federated state may not impede or prejudice the 
exercise of federal executive audiority in die state as far as 
that authority is exercisable. If the Govenior General finds 
diat the Ruler of a federated state has in any way failed 
to fulfil his obligations in the matter, he may issue such 
instructions to die Ruler as he thinks fit. 

Local Finance 

The system of local finance, that is the finance of 
Municipal Corporations, Municipalities, District Boards and 
Village Panchayats, must find a place in a ivork that deals 
with the financial system of a country. But this is a large 
subject by itself requiring separate treatment and, dierefore, 
it is usually not treated in full in a work like this which is 
devoted to the financial system of the government of the 

1 . A State tliat wishes to enter into the Federation within twenty years 
of its establishment must have its request transmitted to His Majesty 
through the Governor General ; after that period the request will not 
be so transmitted unless each chamber of the federal legislature pre- 
sents aiv address for submission to His Majesty praying tl:at the State 
be admitted into the Federation. 

2 . No amendment to the Act of 193S is binding on a Ruler unless he 

accepts it by a separate Instrument. 
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coimlr) Henw onl> a few remaiks >»ill be made so as to 
gi\e a rough idea of the system as it generally prciaiU 

Local Government is an »icn>^f tlie Provincial List * 
tl e province therefore may legislate on Uic constitution aim 
powers of municipal corporations municipalities improve* 
meut tru U di irict boards village aulborities and so on, 
dough Port Trusts of the major ports are on the Federal 
Legi laUve LiM 

Calcutta Bomba) and Madras have the privilege of a 
Municipal Corporation with a Commissioner as the chief 
executive ofBcer Tliese corporations enjoy a large measure 
of freedom though on certain matters such as appointments, 
contracts, borrowing and audit, die Provincial Government 
ictaina certain powers ot control 

There are 723 mumctpaliues in Bniish India varymgl 
ver> greatly m sue and population The majority of the^' 
members in a municipality are elected The manicipabt/ 
ha» obi gatory and optional functions — under the firsl| 
come liglting and cleaning of pi^hc streets, water supplyii 
ext ngu hi g Ere« vacanaUon public hospitals, disj 
pen»anes «chools and registering of births and deaths s 
under the latter public parLs gardens, Iibranes and| 
museums census and suney» The Provincial Govern | 
ment sees d at adequate provision of funds is made for all 
d e obligatory functions 

Both mun cipal corporaiions and municipalities hare 
dieir ovra sources of revenue in the form of 0 £jxai,jlutlfiST 
terming taxes taxes on yiroperty professions and vehicles, 
and vanouajk n dj_ot rates. TEey have full teedorn'in 
hnanual matters goveniment intervention and control 
being restricted to cases m which the public interest calls 
for «peaal protection 

In rural areas there are district boards and local boards, 
and the sy tem of self government m the rural areas differs 
widely m Ae d fferent provinces The majority of members 
on ihe^ board> are elected The fimcuons of the distnctl 
and taluU boards are similar to lho»e of the miiiuapalitie 5 .| 
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allowance being made for differences in area, population 
and otlier conditions between to^vn and country. The main 
som'ce of income is a tax or cess on the annual value of land 
and is collected along witli land revenue. A large part of 
tlie income of tlie boards is made up of subventions 
or grants from tlie Provincial Governments, and grantS'in-aid 
for construction of works. 

Tlie village pancliayat is tlie elected village autliority. 
Its primary fimction is to look after wells and sanitation, 
and is sometimes” entrusted with tlie care of minor roads and 
the running of schools and dispensaries. Village pan- 
■chayats are making good progress in the United Provinces, 
Bengal and Madras ; in other provinces they are still in 
their infancy. 



CHAPTER. IV 

/ FINANCIAL ORGANISATION IN INDIA 

OSE of the prelunmanes ol financial admmistraUon is to 
know the dxfTerent agencies whidb fonn Uie ma<Amery ol 
goiemment and tlieir relalions vnlli one anoJicr Ine 
practical aspecl of financial administration must neccssari y 
take note of tlie structure of tlie admmielralive sjstem an 
the personnel iihich mans the administration 

Tlie administration in the first place reflects the 
constituUon for it is tlic fopsliluufln of the land whim 
distributes Uie powers to cadi agency of government. As 
we saw in tlie previous chapter, the powers of the Governor 
General and die Governors of the Auditor General and of 
odier statutory bodies suJi as the Federal Railway Authority 
are given by statutory enactments that is, either b> the Act 
itself or Orders in Council under the relevant sections of 
the Act In die second place there are .rules aud orders 
issued under the authority of statutory 5na.clments.by cqdl- 
petent authorities, and these delermme die powers and 
functions of other organisations and oifices, e g the Rules 
of Busmess determine the powers of the different admmis 
trati>e departments of the government, the rules i&sued by 
die Auditor General affect the conduct of the Indian Audit 
Department, the rules regulating the collection, custody and 
payment of moneys control the working of treasuries Then 
again diere are a number of conventions and administrative 
practices which give life to dead rules and regulations, and 
a tone to the system of financial admimstrabon in a country 
Nothing IS «o important as the «pirit in which the financial 
machinery is worked 

Administration is a <.pecialised ta«k where, unless 
responsibility and direction are combined in some definite 
person or persons, there is no efficiency Tlie Indian 
Bureaucracy is reputed to be the most highly centialued'' 
admimslralion in tie world In a sense that is an aJvant 
age, because the adnunistiation of a large area must be 
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closely knit in order to be effective. Political power over 
India today largely rests witli Parliament ; and tlie Indian 
Bureaucracy exercises that power according to the wishes 
of Parliament, as laid down by the Act or expressed through 
the instructions and directions of the Secretary of State. 
Yet even w'hen dominion status or independence is achieved, 
the administration ought to remain centralised, if it is effec- 
tively to carry out the wishes of the Indian people as 
expressed tlirough their representatives in the legislature. 

The Indian Bureaucracy has been accused of making 
a fetish of efficiency at a very heavy pidce. It is said, and 
^with truth, tliat the Indian administration is the costliest 
in the world. But whatever may he said about the expense 
of administration, it is a merit of the Indian system to have 
insisted on efficiency, a feature which we must not discard 
even in Uie New India. Another merit, the result of cen- 
tralisation, is the system of control, of scrutiny and review, 
that has been established, which makes for economy and 
efficiency in the estimating and execution of the different 
schemes. 

f 

Indian administration is .Qi'ganised, on. a departmental 
basis. Such a procedure helps to fix responsibilities and 
duties on specific individuals or bodies. In administration 
fixing of responsibility is all-important ; or else praise or 
blame, correction or improvement is impossible. The diffe- 
rent departments of government are responsible for the policy 
initiated as well as for the daily administration of the sub- 
jects allotted to them. The Finance Department in addition 
to its own special responsibilities in the realm of finance 
acts as a co-ordinating body. At„tlie, .head o,f..every_.dep.art- 
ment,is,a_ member, of .the. executive ; and by tliis means the 
executive is brought into intimate contact with the adminis- 
tration. The executive collectively is another co-ordinating 
force in the governmental machinery. 

Each department is organised not only with an eye to 
an economical division of labour but, wherever possible, 
mutual check and assistance. The headquarters organisation 
of the government is the secretariat. Most, if not ail, the 
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admimslralne deparlmcnla ate housed m Uie same building, 
so dial niuiual discussion and assislancc are faciliUtcd 

The work of the secretariat is conducted by mcana_of 
a filing s)stera *o designed aa to secure all relevant mforma 
tion bearing on a case before any decision is arrived at 
ball may be set rolling, for example, by tlic receipt of i 
petition Tlial petition after being recorded in llic rcgislrj 
IS sent to tbe appropriate department for disposal Hen 
the questions rai ed are dealt with from all point* of vicv 
and all relevant information noted Tlie subordinate staf 
prepares the noting and submits H tlirough the Section 
Superintendent to tlie oOiccrs iiamel>, llie Secretary or bis 
deputies or tlie Undersecretary In ‘ome cases tlie file 
vuili the accumulaleJ noting is required to be sent to another 
department or departments, where it undergoes a »imtlar 
proce s Tlie journeying to and fro may, m importwt 
scliemes last a long lime and at Uio end there is a verilable 
book on Uie original question or questions raised Thi» 
8>stcni helps greatly for conUimity of policy which is so 
es«cmial to govcrtimenl administration Tlie important 
decisions ace even punted wiili all tlie important noting that 
led to die decision and die pemted booklet serves aa;ii>guide 
m all future cases 

We *ihaU describe briefly in tbc following page* the 
different financial agencies of tlie central and provincial 
govemraenls , how they are eonsUtuted and how they are 
related to eadi odier and what functions Uiey perform We 
shall lake m turn die departments and oQicials in England, 
at the centre and m tbe provuiccs and lastly dio'^ organisa 
tions and olEcials which sene both provinces and the centre 

J Departments and Offioals ln England 

Tlie India Office is the office of the Secretary of Stale 
for mdia As it has to deal with die multifarious problems 
o^£ the different go^emmenu in India lU organisaUon is ‘ a 
v^miature government m itseU‘1 Every department m 
India has its counterpart m the India Office The Secretary 
t M C. C, Stlon, Tht Ind a Ofite p. fi. 
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of State, a cabinet minister, is tlie head of the office. Though 
with every step in tlie direction of self-government his 
conti'ol over Indian administration must diminish, it is still 
very considerable, even if exercised in a very quiet and 
unostentatious maimer through the issue of directions to the 
Governor General and die Governors. The relations between 
the Secretary of State and the Viceroy depend on their per- 
sonalities. The latter being on the spot must necessarily 
possess very large poivers of discretion; die former, how- 
ever, being constitutionally responsible to Parliament has the 
final say on matters both of policy and of administration.^ 
The Secretary of State is aided by Advisers ivho, for the 
speedy despatch of business, are divided into various 
committees. These committees, howevei*, are purely advisory. ■ 

The administrative head. J)f -the office is-the permanent 
Under-.Secretary. of State. Tlie work of the office is divided 
among a number of departments, e.g. finance, services, 
judicial, defence, etc. The financial organisation consists 
of the Finance Department, the Accountant General, and die < 
Auditor of Indian Home Accounts. 

The Finance Department is in charge of tivo secretaries, 
and besides controlling expenditure in England, scrutinises 
expenditure in India with regard to the reserved subjects.' 
The Governor General is required to follow the directions 
of the Secretary of State when he decides matters in his 
sole discretion ; and undoubtedly diiections of a financial 
nature will be dealt with by the Finance Department. Before 
the new constitution came into force the Secretary of State 
had to sanction a veiy large portion of the expenditure in 
India, though in practice most of the powers were delegated to'^ 
the Governor General. The task of the Finance Department 
was dierefore heavy. Now the authorities in India them-y 
selves possess the poiver to sanction expenditure, and the 

1. “ The Secretary of State for India watdies from a lofty and i'stant 
position the ebb and flow of Indian tides. Charged by Parli^ent 
with the control of the Government of India his deliberate attitude 
towards that body is neither hostile nor complacent. He watdies^ 
he consults, sometimes he intervenes in what _ the Government of 
Intha consider an irritating manner." — Chailley, Admutistrattvc 
Pra<^ice in India, quoted by Seton, op. cit, p. 
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direct control of the ScercUty of State ts felt do^y « 
rceards Uto Sert.ccs Loans in tnslanJ “““““L,. 
be floated b) Uto Secretary of State on Wia f of lire 
emmenl of India till ite clabllJiroent of FeJcration. Ibe 
,«ue of .nch loan. .. made by lire Finance CepartmenL 
Tb.s dcnartincnt ha. also to deal «iUt lire flnaneial telationa 
nili, ra.Ua)., eg rew-ion of conlracU pnrd.aee of m«. 
etc , and deiiartmenU of tl>c Bntibli Government, cli f 
die VTar Office the Foreign Office and llic Admiralty 


The chief accounlms offi«^ India Office is llm 
Accountant General In ibe L k iliere are -ejurate organic 
Uons for accounts and audit purposes Flic Accountant 
General is, Uicrcfore, rcapoixsiMe for the receipts and pay* 
mcnls of Uie India Office, for framing Uie cslimalM ot 
receipts and disbur'Cmenis (v*h»ch are then submitted to 
tlie «ecreiar) of the Finance Department for ‘cruUny), iot me 
prejiataijQn of die annual appropriation and finance accounts 
of India Office for presenlaiion to Parliament and irans* 
mission to India for die placing of balances on loan or 
depo iL and for all questions about die slafT which liave a 
ffnancial hearing 


The Auditor of Indian Home Accounts, though 
appouiled hy die Governor General, is yet guaranteed his 
independence His salary is charged on the federal 
revenues and may not be varied lo his di-^idvantage after 
his appointment , and further he may only be removed from 
o(£ce m like manner and on like grounds as a judge of tbc 
Federal Omit, llis duties and powers given by die Audit 
and Accounts Order and die Act, extend to the audit of 
accounts of transactions in die U K.* pertaining to the 
federation or the provinces or the Federal Railway 
Authority, the granUng of a certificate if he is saUsfied with 
their correctness, and the submission of reports lo the 
Auditor General of India for inclusion in the reports whicli 
the latter is required to suhrail hy statute or olherw ise. The 


1 The auit conducted « comprdieimTe u be » teouired to and 

audit the account! {tnctuduig appropnat on accounts) d receipts, 
^^*"7 dup^ lo tl«;u K. ol all iDoners. stores and other 
pfopertj due to or held lot lederal or provincial porposcs. 
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Auditor of Iildian Home Accounts works under tlie general 
superintendence and control of tire Auditor General ; and 
is required, tlierefore, to conduct Ids au()il according to tiie 
spirit and terms of the concordats, apply^ tlie interpretations 
given by tlie Auditor General of India, send his reports on 
dates prescribed by tlie Auditor General, prepare periodical 
summaries of any important audit matters not included in 
diose reports and Li'ansndt them to tlie Auditor General wdUi 
tlie observations of the Secretary of State and die High Com- 
missioner, and report all important changes in methods and 
practices of audit and in die strengdi or cost of his estab- 
lishment. He has free access to books of accounts and other 
documents, e.xcept diose certified by the Secretary of State 
or die High Commissioner to be secret. He may also be 
required to audit transactions in England relating to Burma: 

The new constitution provides, as did the old, for a 
High Commissioner for India to perform such functions, in 
particular the making of contracts, as die Governor General 
may direct him to do in connection widi the business of the 
federation. The High Commissioner may widi die approval 
of die Governor General perform similar functions on behalf 
of a province or federal state. The financial officer of the 
High Commissioner is his Chief Accounting Officer, who 
prepares die estimates of die office and keeps the accounts 
which are then audited by the Auditor of Indian Home 
Accounts. Tlie work undertaken by the High Commissioner 
is purely non-political, except that he represents India at 
international conferences, and is chiefly in connection wth 
agency functions, such as purchase of stores and the 
promotion of die ivelfare of Indian trade. 

Financial Organisation at the Centre 

The centre is in a state of transition. Tliough federation 
has not been established, yet many features of the 
new constitution have already been introduced. Tlie old 
legislature and the old executive continue, though exercising 

1. To secure further uniformity all cases of importance are to be brought 
to the notice of the Auditor General by the Auditor of Indian Home 
Accounts, 

9 
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almost all the poacrs ptcn to llie Woral oulliontici The 
Doan Ilcpresentatiso discIiarCK liia rc-poasibililr UirousH 
liB o» n Wtltcal an.1 1 mance Departments tlic latter being 
entrustea atQi llic di-cliargc at all rmaneul business pertain 
lag to the Ctottti KepresciiUlirc, tlie fotmer cnjojing •ueh 
financial powers as nia> be delegated to J 1 b> Uie latter 
Tlie \uduor General o£ India is by <Utute required lo audit 
the accounts o! tlic Crown Rcprcseiilali\ e and by arrangeincnt 
also keeps the accounts 


’ITie Go%emor General »> aided and advised by his 
Executive Council Tlie power of Uie Cosenior General as 
against the council is \cr> considerable, as was remarked m 
the previous chapter However m mo t matters the opimoa 
of the majonlv is followed The Executive Council decides 
all matters of polic) including financial policy and funo* 
tions on the portfolio system A member of the council is 
at the head of eacli department of the government, and, 
except where large i ues arc involved or a point is di** 
puted with another department bi« decision is final on any 
point that mav arise All di<puted matters are placed 
before the council for decision 


The Finance Member is die member of the Executive 
Gounal entrusted with the financial work of tlie Central 
Government Tlierc i» no statutory sanction, yet by die 
Rules of Dullness i^ueJ by the Governor General the 
Finance Member and bis department have been accorded 
a pnmacy over the other departments. 

This primacy to be effective will depend on two 
facloTx Uie qualities of the Finance hleniber and the 
support he gcU from the Viceroy ConsUluUonal practice 
in mo t countnes gives the Finance Department a special 
status and expects from the Finance Minister qualities which 
,ate rarely comhmed in any <^ingj[e moruL Tlie Finance 
1 Minuter mu I po sfe«, tact, wiMlora, knowledge^ inle^itj, 
firmness a fine sense of justice and ^itv, a passion for 
>wnorny ^d efScicncy and keen waldifulness over the 
credit and financial presUge of thejuUon. The Finance 
1- %,de Ch. Xl\ D The Crm Jiftre$nSa^t^, Det«rtntm, 



FiXAXCIAL ORG.iXISATlON LN LVDIA 


131 


I^Iiiiisler must like any otiier human being be honest and 
sincere ; but it is not enough to be that. He must be well 
vejsCtLin .finance and ^v•ise in the ways of men. Often he 
\sill have to criticise liis colleagues and their schemes, and 
for this he uili need infinite tact and firmness ; tact to deal 
\ulli others witli wliom he is closely associated witliout 
causing tliem any hurt, funmess to adhere to his decisions 
in the interests of financial propriety. He has to judge the 
importance of the different schemes submitted by die various 
departments, and he must be guided in his choice by a well 
developed sense of justice and fairness, consistent with Uie 
broad outlines of policy laid down by die ministry. At all 
times he must work for economy and efficiency both in the 
planning of sciienies and in die actual day to day adminis- 
tration ; at all times he must watch the state of die go\'eiri- 
ment's financial condition and maintain die credit of the 
country. Quite a hard tusk for any man to do ! That is \shy a 
Finance Minister has to be a man of a high, intellectual and 
moral calibre. The country depends on him for its financial 
stability, and he ill performs las duty by die country if he 
fails in die tasks appointed to him. 

But it should be remembered that die Finance IMembex* 
is one among many in die Viceroy’s Executive Council ; and 
unless he gets die all-powerful support of die Viceroy his 
cries for economy are in the wilderness, and probably after 
some protests on taking up his appointment, the Finance 
Member seldes down to being a peaceful registering machine 
for die expenditure of the government. This fact has been 
admitted before public committees, and so long as die 
present powers of the Viceroy and die Comniander-in-Chief 
continue, the Finance Member can do litde, unless lie 
receives full-hearted support in his drive for economy from 
bodi of them. 

In die federation to come die Finance Minister will 
take die place of die present Finance Member, and his 
powers to effect economies will then be dependent not only 
on die Governor General but on his chief as well. Four-fifths 
of die expenditure at die centre is non-votable and subject 
to die Governor General’s sole discretion. One-fifth of the 
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expenditure roufild) is \otaUc and dicrcfotc suLjca to U«r 
control of die inmuir> Tlie powers of llic Finano: Muinier 
to control expenditure will deiw-nd on lie policy of tflC 
cabinet and Uie altitude of Uic Prime Mint ter Trie federti 
iniiu Uy when it conic* mto being will be a strange body 
i^omhming the widely ducrginJ ittlercaU m the legislature 
It IS hard to imagine wliat !ioniogencil> die cauinet will 
pos es» and unlea* there a bomogrncit) the coiiUoi of the 
hinance Mini ter will lie a mere fiction Tlie French cabinet 
13 als) \cry loo»cly forti-cJ and *o Uic Vinancc Minister t* 
never in a jio ilion to coiiltul tin otlier tnini'lcr* m Cnancial 
matters in the same manner or to a lihc degree as the Qua* 
ccllor of tlie Lxclicper in Lnglatul lat it be remembered 
always that no one tnuu Itr m a jutlumcntary form of 
go^crnlnc^t can be mote (luwcrful than the cabineU llcsidia» 
as the position accorded to a finance \IiiUktcr depends 
eery largely on coti'litutional comcntiona ami practice*, 
there can be no Mfegnard (o hi* power* otiier tliari a In^ 
tone of puhiK life in the country which in the last resort 
means tlie character ui the people and specially ita leaders. 

One of tlie s{icaa) respotisibiliiics of tlie Cotemor 
General is tlic safeguarding of Uie ibianeial subibty and 
credit of the Federal CoxenimcnL for tins purpo«c he may 
appoint a financial Vdvi'er to aid and advisC him. This 
Financial Ad\i-ct will, however, W available to the Federal 
Government for advice on any matter rcUung to fuvanco on 
which he may be consulted 


We have considered so far the central exccuuve m 
tlieir capacity as heads of the administration We have 
now to inquire into the organisation and functions of the 
^inistraDve agency conccnicd with finance Tht.Fmaaoe 
Department at the centre has a Urge organisation with « 
numUr of principal drvision,. and u modelled ott-lkit-ol 
Treasury Tbe permanent head of the depart 
. mmt 13 the Fmanml Sectmij— nW u a SccreUiy w 
and „a, a S^uny Fmancn MimsUt- 
itLdi ^ "‘‘“O'"' Onpuj, Scacunea, 

dmded mio difFeroi. seoioio clatsn ol Supnimlitol- 
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The Finance Deparlmenl has a number of divisions or 
Ibranches, the departmcnl proper dealing principally with 
l-ovennij^ bon o wing and tlie ci\i l ^pendilure of the Gov- 
ernment. Tiie*Central Board, odFRevenue iadiarge of two'. 
tncmbci!! v.ho have tiie status of Joint Secretaries to Gov- 
ernment is entrusted with Uie collectfon of revenue under 
customs, excise, salt and income-tax. The Financial 
Advi^er^r Military Finance, is attached to die Defence 
Services and jiwy he ooiisideied tlie representative of the 
Finance Department witli diose Services. Similarly die two 
chief commercial departments of die government, namely, 
the railna>s and the posts and telegraphs have represen- 
tatives of die Finance Department attached to their own 
depailnients in the persons of the Financial Coitnuissiouer' 
of the Railway_jh>aiil and tiie Financial Adviser, Posts and 
Tefegraplis.*^ Each of these hraiichedias a large degree of 
aulbnomyTlIlough tiieie is a procedure by which the Finan- 
cial Secretary to Government is kept informed of all liie 
major issues ; there may even be issues on which die 
approval of die Financial Secretary is specifically required. 

The constitution and functions of the (>ntrid^RQarcf ol, 
Rieyeuiip*..aiid of die departments of die Financial Adviser', 
hlilitary Finance, die Financial Commissioner. TRailways, 
and the Financial Adviser,' Posts and Teleg^rapiis, will he 
dealt with in the chapters dealing widi the execution of die 
budged and some government departments.- We shall here 
describe the organisation of die Finance Department proper 
or what is also called die Civil Branch of the Finance 
Department. It is divided into a number of sections each 
imder a superintendent assisted by his subordinate staff ; 
and each section deals w'ith a particular subject or group of 
allied subjects. The Budget Sectio n deals with public'* 
accounts, estiinates Jimi expenditure ; and die Ways, an d 
Mean3„Spc!:ipn with public ways and means including loans 
to and from the. public, treasury. Odier sections deal wdth 
die management of public funds, questions of taxation, 
though die actual administration of a tax will be entrusted 

1. Ch. VII, Central Board of Rezenue, 

2. Ch. XIV. A. Raikoays, B, Defence Sendees and C. Posts and 

Telegraphs. 
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to llie Ccnlral IlMrJ ol Ileicimc. Uie pay anj allOTtanra 
ol public officers mi llic Injian Audit ami AccounU Scnicc 
The suiicrmiciulcut 0 / Uic section l> ict|»n5)Uc tor) 
office di cfiiline and die coneii and tffiutiil di dmrp 01 
Ihf ir dudes bi the clerical staff Some sections arc in mijeo 
of jije A«.sjMjnl Secretary others in charge ol the Under 
Secretary Hie bcclion blaff prciwrc Uic carts Uaring on 
the subject cntru'ilcii to ll cm aiiJ sul mil them ^ nh ait otiicc 
loie giMng all relevatvl farts to Uic Wistant or uic Lnucr 
Secrclarj Routu e and unimjKntint mailers arc disport** 
of by Uicsc ofTicers on their oinn rt»j>onsibililj ori u need 
le after refcretcc to the binancial Secretary , hul iinportanl 
matters rau t 1 e sent to the T inance Member after the 
Secretary 8 'leivs ha'c liecn recorded on tlictn AU eases 
of greater importance ind ca«es y\\ etc there is a di*pulo 
hetviecn the Finance Department an! oilier admini»tratitc 
departments of the EO\cmncit are submitted to Uic Cotcr 
nor General v,lu) nia> decide the ca c himrtU or order tl 
to be brought before a meeting of the Executne Council 


References of minor importance ^dllcll do not involve 
any new principles or departures from the cslabli hed rules 
or customs are etUed by tl c Financial Secretary liunrtlt 
Tlie Deputy deals with ca»cs relating lo ctpendilure, and 
either disposes of a ca^ehim elf or if it is important submiU 
It lo the Finance Member thougfi if it is \cr> important he 
submits U dirougU the Secretary who records lus opinion 
on the file To keep the Secretary fully informed of all the 
work done by the dcpattmcnl even iho e eases subniitlcd 
by the Depulj Secretary direct to the Finance Member fur 
^decision are passed on lo the Secretary after llie Finance 
Member has made his decision on ifietn 


Tlie Secretary of die Finance Department is, as we harci 
remarked a Secretary to Goiemmetit and not to live Fuucaf 
Member and hence lug position is one of great re^pon->/ 
hiUly He u the permanent head of Uie department and 
Uierefote responsible for its general working He attends 
once . neck tor llie dispo al oi 
basmess and lias the prraer lo submil any case at any slage 



FINANCLiL ORGANISATION IN INDU 


135 


■direct to him. Hence cases in wliich tlie Financial Secretary 
differs from the Finance Member may be referred to the 
Governor General, vvho if he agrees with tlie Hon’hle Mem- 
ber disposes of llie case himself ; otherwise the case must 
be brought before the Executive Council. The Governor 
General is audiorised by the Act to prescribe Rules of 
Business for Uie conduct of the different departments and 
it is tlie duty of the Financial Secretary to see that they are 
carried out. Furtlier he has to bring to tlie notice of tlie 
Finance Member and tlie Governor General any cases in 
which he tliinks the special i-esponsibilities of tlie Governor 
General are involved. Hence tlie part played by tlie 
Financial Secretary is very important ; he is kept infonned 
■of all the major issues not only in tlie civil branch but also 
in the other branches. 

The functions of the Finance Department range over 
the whole held of finance — revenue, expenditure, taxation, 
ways and means, watching of balances, management of 
public funds and preparation of tlie budget. The Finance 
Department scrutinises all proposals for expenditure and 
has an effective control over expenditure, for it can refuse 
to make budget provision for any item not approved by 
it. The Finance Department is now directly concerned with 
die collection of revenue. This is a good feature which, 
because of the control it renders possible, should find a 
place even in the provincial financial organisation. The , 
Finance ..Department derives its importance from the factf 
that it _.is the _ chief instrument to promote economy and 
efficiency in the admiiiistradon. ' ’ " ’ “ “ • ' 

The other administrative departments are concerned 
ehiefly ivith policy but they have certain financial duties as 
ivell, some on their Q^m responsibility, others by delegation 
from tlie Finance Department. Each administrative depart- 
ment is responsible for framing its amiuai estimates, for 
promoting economy in tlie policy it follows and efficiency in 
its day-to-day administration, and for watching the progress 
•of expenditure against the grant allotted to it. If it anti- 
cipates excesses it must take steps to see that they are- 
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regularised by supplementary granli As regards re- 
appropnations wilhm a grant between one minor liMU and 
anotlier if bas cerlain poi»cr» delegated to it by Uie Financo 
Department Tins device ol making tljc bead of tlie depart 
meni responsible for economy and effiaency is very com 
roendable for by tins mean, as in England, he has on the 
one band a Enancial dulj and on the other tlie requisite exc* 
culne poiver to cariy tliem out 

Below the departments come tlie conlroning-aulhorities 
who are entrusted Midi the control of the disbursing and 
estimating officers on matters conneefed with expenditure 
and budgeting Tl c controlling authorities posae«s Writhm 
prescribe limits the power to sanction re appropriation** 
have the obligation to watch U>e progress of expenditure 
against the sums allotted to them and to bring to the notice 
of the administratiie department all case» of anticipated 
excesses and savings and vvithin ibeir jurisdiction have the 
responsibility for promoting economy and cfficicnc), and 
enforcuig the financial rules that may be issued by tlie 
Finance Department The disbursing and estimating officer 
—both functions are usually combined — is generally the 
head of die office to which he belongs He has to watch 
expenditure against the primacy units of appropriation, 
report all anticipated excesses and savings to the controlling 
authorities prepare the estimates and carry out all die rules, 
regulations and orders issued by the admmi trative depart 
ment or ihe Finance Department 

The foregoing also providea us with a sketch of the 
machinery of Enancial control as well Tlie Finance- 
Department, die administraliTe department, the controlling 
authority and the di bursing and estimating officer- 
each has its part to play in the scheme of Enancial control, 
important in fostermg economy and 

efficiency 

j Provincial Financial OacANiaATio*# 

Roughly the same system of administration prevails in 
Uie provinces as at die centre Tbe Governor lakes the 
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place of the Governoi' General and like him has the control 
over the non-votable part of the budget. There is now no 
dyarchy, and so the Governor is aided by a ministry formed 
from among tlie members of tlie legislature. The Governor 
is constitutionally bound to accept the advice of his ministry 
except where he has to act in his sole discretion or in his 
individual judgment. He frames the Rules of Business for 
the conduct of tire different government departments. 
Like the Governor General tire Governor has his special 
responsibilities though none of tliem extends to the financial 
sphere. 

The provincial ministry is collectively responsible for 
the policy followed. In the event of a breakdown of the 
constitution tire Governor is emporv'ered to appoint .Advisers 
to help him to cany on the administration, and tliese 
tlien form die provincial executive. A minister is at the 
head of one or more departments. The Finance Minister 
is in charge of the Finance Department. As at die centre, 
all details of routine are settled by die department, the 
Finance Minister deciding die more important issues. What 
we have said concerning die centre applies mutatis 
mutandis to die provinces e.g. die primacy of the depart- 
ment, die effectiveness of its control, die position of the 
Finance Minister in die cabinet, the constitution and 
functions of the department, and the responsibilities of the 
administrative departments, die conholling authorities, and 
disbm-sing and estimating officers. Consequendy, ive shall 
select only a few points of difference between the two. 

First, die provincial executive is a popular one ; die 
central is appointed by die Secretary of State. There is, 
therefore, fuller parliamentary government in die provinces 
than at the centre — a great difference in favour of the 
provinces. Secondly, die Finance Department in the pro- 
vinces is a miniature of its central prototype, diough it is 
not entrusted with the, collection. of revenues. 

In Bombay, e.g., the Finance Department is organised as 
follows : the Financial Secretary is the peraianent head of 
the department and is assisted by two deputies ; one for 
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services, that is, iii connection witJi eslablisbmenls in die 
\>hDle province, anti the oilier for LuJgct work, that is, m 
connection with loans, ways and means advances, estimates, 
taxation and treasury control Tliere la an Assistant Score 
tary wlio is responsible for the eflicicncy of the office Tlicrc 
are seven sections in charge of Superintendents concerned 
reopectuely with taxation scales of pay, leave, pension and 
Bombay Civil Service Uules commercial statistics, loans 
and contingent charges recnnlment rules and the budget. 
The budget •section is very important and is furtlicr divided 
into subsections for ways and means and for estimates 

Other and smaller provinces vvil! have an even smaller 
organisaUon The volume of woik m the provinces is 
fractional aimpared widi the centre, Uiough in variety >t i» 
almost as co'exlen«ive‘ for with autonomy die provinces 
have had to undertake many functions e g ways and means, 
watching of balances with the Dank, etc which previously 
were looked after by the centre Responsihibly » the 
price of «clf government 

Thirdly die area of operations is considerably smaller 
The «i2e of a country presents peculiar administrative 
problems. From these diificulties the provinces are exempt. 


Fourthly, liie provinces have separate departments for 
reieniie colledion There is a Revenue Department that 
IS principally engaged in Uie administration of land revenue 
but 13 also entrusted wiUi llic collection of revenue under 
stamps regutration etc Hiere is a special Excise Depart 
ment for the collection of excise duties on alcohol , hut it is 
adminisiraUvely under the control of Uie Revenue Depart 
ment. Both ihese departments will be treated m tlie cliaptcr 
dealing with tiie execution of the budget ^ 

The provinces are empowered to have their own 
Auditor General for purpo cs of accounts and audit, pro- 
vided certain conditions are fuJfilted The Provincial 


«^**'‘* currency mints, the 

»ub]^ wdertaVngs and sw«ce^ steri eg debt \ few other 
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Auditor General will tlien perform all those duties ^vhich 
are no^v carried out on behalf of the province by the 
Auditor General of India, tlirough his provincial Accountant 
General, except tlaat all directions on tJie methods and prin- 
ciples of keeping accounts by the Auditor General must be 
observed by his provincial counterpart. 

The Indlvn Audit Department 

Tlie Indian Audit Department seiwes the audit, and 
very largely too tlie accounts, requirements of die centre 
and the provinces, even though die expenses of administra- 
tion are home entirely by the former, Pardy no doubt 
because of this financial benefit, even diough provision has 
been made in the Act for die appointment of a Provincal 
Auditor General, no province has so far availed itself of die 
opportunity. 

The Auditor General of India is appointed by His 
Majesty and assured by statute of his status, and detachment 
from and independence of die executive. He may only be 
removed from office in die same manner and on the same 
grounds as a judge of die Federal Court, His salary, 
aUoivances and pension are charged on die federal revenues; 
and his rights and privileges may not be varied to his 
disadvantage after his appointment. To secure full 
detachment from die executive he is debarred from 
holding furdier office under die Crown in India 
after he has ceased to hold office. The conditions of 
service of the Auditor General are prescribed by the 
Audit and Accounts Order. His poivers and duties, bodi 
as regards audit and accoimts, are also amplified in the 
Order and will be dealt widi in detail in the chapter on 
Audit and Accoimts.^ Tlie independence of die Auditor 
General is also enjoyed by die officers and staff of his 
department. One important peculiarity of the Auditor 
General must be noted. „H!e_is„nQt_die_specific~agent-of 
the Jegislaiure as^ is„the.Xpjnptrollex 

in the United „Kingdom„,of_J?a.rliaTnent. That is why all 

I. Vide Ch. IX, The Auditor General and Accounts and The Auditor 
General and Audit. 
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reports by the Auditor General o£ India arc submitted not 
to die lesi'laiure directly bul to the Go\emor General or tbc 
Governor for tran'-roi'^ion to the legislature 

Tlie ProMncial Auditor General, if appointed, t*ill 
ha\e llic same powers, privileges and responsibilities as 
tlie Auditor General muicim mu/amfu respect to a 
proiince subject to two differences, lir-t, tlial the Auditor 
General of India shall have the power lo give direcuon^ 
widi regard to Uic methods or pnnciplts dial “djoiild govcni 
provincial accounts, and secondly, that a Provincial 
Auditor General is eligible for appointment as Auditof^ 
General of India 


Woti-tng under die general supcnmendeiicc and 
control of the Auditor General for die audit of trari'actions 
in die Untied kingdom relating to tbc federation or the 
provinces is die Auditor of Indian Home Accounts of wliom 
mention has been made m a ptecedmg section of this 
chapter 

The Indian Audit Department is die agetic) through^ 
whidi the \udttor General performs las accounting and 
audit function* and of which he is also die admmi'traUve 
head The organi*ation of die offee of the Auditor General 


consists of die Depuly Auditor General, the Assi-lanl 
Auditors General and Uie office staff Tlio Deputy Auditor 
General acta as die Chid of Staff, and except a» regards 
vialutory reports is empowered lo deputize for the Auditor 
General in any matter and lo any extent, as may be deter* 
mined from time to Ume mutually between die Auditor 
General and himself Tlie Deputy Auditor General is 
responsible for the effiaoit working of the office and i<^suc3 
orders ill die name of the Auditor General, subject to his 
g^eral cxintfol In the admimstraUon of the office the 
^puty Alitor General is assisted by the Assistant Auditor 
Oenetal (Pervmncl) who acts as the eiecuUve head of tlie 
current administration of the office. 


underlaU, no 

otji^ audii nork. It ^pans tile Combined Retenoe 
and Fi„„ce AecounL^deJ, fc fcamms oljute and 
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regulations and the issuing of orders, and prepares all cases 
bearing on audit, accounts or classification which have been 
referred to the Auditor General for decision or guidance. 
The Auditor General and his deputy go frequently on tours 
^of inspection, so as to maintain a high and even standard 
'of efficiency among die different audit and accounts offices 
under his control. 

The Indian Audit Department is spread throughout 
India and is divided into fou^r_class,QS„ pj ^offices, namely, 
the Civil and_ Posts and Telegraphs Audit Offices and tire 
Railway and_Defence Services Test Audit Offices, tlie first 
t^vo of which are combined audit and accounts offices ^vhile 
die latter Uvo deal only with die audit of the accoimts of 
fheir respective departments. The Auditor General dis- 
charges his statutoiy responsibility for audit dirough the 
! H ead s of the Civil Audit Offices, the Accountent,^ General, 
Posts., and Telegraphs, the Director of Railway. Audit-and 
the Director of Audit, Defence Services, who respectively 
control the four classes of offices. 

Civil audit includes the audit of transactions of die 
Civil, Public Works and Forest Departments. There are 
thirteen Civil Audit and Accounts offices under the 
Accountant General, Central Revenues, die Accountants 
General of Madras, Bombay, Bengal, the U.P., Bihar, 
Punjab and the C.P. and Berar, the Comptrollers of Assam, 
N.W.F.P., Sind and Orissa, and the Chief Auditor, Indian 
Stores Department. The first audits die central civil 
transactions, other than those occurring in the provinces, 
and the transactions of other centrally administered areas, 
and co-ordinates the customs revenue audit imder the control 
of other civil audit officers. The last audits the transations 
of the Indian Stores Department and the Department of 
Central Excises and Salt, Northern India. And the rest 
audit the transactions of their respective provinces and most 
of the central civil transactions occurring in those 
provinces. 

The accounts of the Railways and the Defence Ser- 
vices, which have their oira accounting organisations 
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under execulne conlrol and separate from tlie audit office®, 
arc compiled by the ConlroUer of Raili^ay Accounts and 
die Mihlary Accaunlaiii Generji rejpcclivfJy, Tbe former 
IS directly subordinate to tbe Financial Commia'^ioner of 
die Railway Board and the' latter to die Financial Adviser, 
Military Finance The full organisation of die accounts 
and audit offices of die Railways and die Defence Services, 
as ■well as of the Posts and Tclegrapits is given m 
chapter XIV 

The Accountant General or die Comptroller of ■ 
Accounts in a province i» die representative of the Auditor 
General for die pros metal transactions and an Accounts 
Officer for die IraiisacUons of the centre Vsilhin lus circle 
of accounts As regards the former be is the clucf Accounts 
and Audit Officer for the province , as regards die latter 
he IS merely one of those officers whose work will later be 
co>ordmated by die Accountant General. Central Revenues, 
All civil audit offices are combined offices and hence the 
Accountant General is entrusted vsith both accounts and 
audit functions 

The office of the Accountant General is divided mlo a 
number of sections according to die nature of the work to 
he perfonned Tlie general or routine ®ecUon sorts out 
the inward correspondence, accounts, voudiers and other 
receipts of the office and distributes diem to die sections 
whose duty it is to deal with them. Tliere are a number 
of sections dealing widi audit, such as the departmental 
audit sections for the audit of transactions of the various 
govenunent departments, and the gazetted, works, pension, 
forest, deposit and provident fund audit sections Tbe 
work of all these sections is diecked by ihe^Appropriatioru 
Audit SecDon. The classification and compilation of 
accounts isjffie ''or^fjheBoj^^SectMyi , accounts adjust- 
menls are carried out by the Account C urrent Section The 
Budget SecUon deals wiUi budgetary work, bolh of the pro- 
Vince and the centre The Higher Audit SecUon is con- 
cerned with the audit of Uansactions from the point of view 
not covered by codes. The Local Fund 
audits the accounts of the local authorities. 
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Sometimes there is a Reppr^ Section for the preparation of 
the reports on tlie Appi'opriation and the Finance Accounts. 

Tlie Accountant General bears the geijeral responsi- 
bility for tlie Avhole work of the office and particularly for 
the efficient administration of his office establishment. H( 
also Jakes direct charge of the three most important , sec 
tions, namely, tlie Budget Section and die sections 
exercising higher audit and appropriation audit -functions. 

To assist him there are the Deputy Accountants 
General, the Assistant Accountants General (for officers 
belonging to die Indian Audit and Accounts Service) and 
the Assistant Accounts Officers. The larger offices have 
two deputies, die smaller only one. The Accountant 
General distributes die work to these officers with a view 
(i) to relieving himself of the details of office administra- 
tion by nialdng one of the deputies responsible for routine 
"work, (ii) to placing all audit work under the general 
control of die deputies, and for that purpose (Hi) to 
releasing diera from detailed sectional work, which is the 
responsibility of the section superintendent. 

The Civil and Posts and Telegraphs Audit offices are 
inspected by Inspection^,, Accountants appointed by die 
Auditor General. The Inspection Accountant is an inde- 
pendent agency at die disposal of die head of an office, by 
which he may ascertain whether his responsibility for the 
efficient working of the office is being fully and consistendy 
discharged. 



PART TWO 


■CENTRAL AND PROVINCIAL BUDGETS 



CFLVPTER V 

THE PREPARATION OF THE BUDGET 

H/VVINC completed liie preliminaries ive come no^v to the* 
system of financial administration diat prevails in our own 
count^}^ The whole of this second part is devoted to the 
central and provincial budget systems, other aspects of 
financial administration being set out in die lliird part. In 
die first two chapters were considered the principles and 
procedure relating to budgets ; in the light of those prin- 
ciples and practices we are able to judge the standard of 
efficiency of our own system which, being modelled on that 
of die British, for die most part conforms to the principles 
of a sound budget system. Differences between our system 
and that of the United Kingdom arise owing to (i) die 
peculiar constitutional position of the central and provincial 
goveniments, (u) the size of die country, and {Hi) the 
practices handed down from die days wlien the government 
of India was centralised and fully bureaucratic. In the 
provinces with die introduction of provincial autonomy 
tliere is a fair deal of self-government ; yet die limitations 
of die Central Government affect diem in a number of ways, 
for of necessity die national government must exercise some 
control over the smaller units. 

In this chapter we shall deal with the preparation of 
the budget ivhich, as ive have seen, is die first stage in the 
budgetary process. Tlie procedure in India is in full 
accord with financial theoiy ; for the e.xecutive prepares 
the budget, and dien joindy defends, on die floor of the 
legislature, those parts which by die Act are to be submitted 
for legislative sanction. Again bodi at the centre and in 
the provinces, there is a regular hierarchy of officials and 
departments, and diis affords an opportunity for review, 
criticism and check many times over from different angles 
of vision. The mediod is slow but it has the advantage of 
being sure. 

The provinces have been given the pride of place in 
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this ciaplcr, because Uiey ha\e a larger measure of self 
government than Uie centre, v^hetc Uic powers of the legis- 
lature are severely curtailed and because the centre is in 
a slate of IransiUoo. 

It will be useful and convenient at the outset to 
indicate the various stages m estimating (i) The iniUal 
estiniaies are prepared by the heads of offices and (w) then 
scruiimscd by the respective departmental controlling 
authoriUes (tu) With regard lo csumales, as 

salaries of officers and staff v»here reference lo records is 
reeded the local Accountant General in the provinces and 
the Accountant General Central Uevenues, at the centre 
help in further scrutiny With regard lo other estimates the 
respective admmistrative departments scrutinise and con 
solidale them ti en forward them to the Finance Depart 
meut This department revievks them for the last time 
before incorporation in the budget \dmin)strative depart 
menu may appeal from a decis on of the Finance Depart 
menl to the cabinet or Executive Council The revenue 
estimates are prepared by the Finance DepartmenL C><') 
The next stage is a forecast of probable revenue and expen 
dilute for the next )ear based on the policy which has been 
adopted by the executive (v) Ihe Finance Depart 
raent then consolidates the estimates and prepares 
the demands for grants and Ue budget notes (li) Xvext 
tomes the scrutiny of new items of expendituro by the 
Standing Finance Committee of the legislature and the 
final decision of tl e Fmaoce Department with regard to 
the estimates, (vii) The budget notea are revised and 
budget estimates corrected to conform to the orders issued 
by gover^ent who collectively review the estimates, (tiii) 
Lastly, the final compilaiion of estimates is undertaken and 
me pnnted estimates and demands for grants are ready 
for presenlaUon lo the legislature m February 

A. Ihe Ro wn/ial Sydget 

BnncsTAiir Agencies 

On lie Governor of Ihe province rtsu Uie consUtuUonal 
iKponahiljlp to prepare and to prevent to lie chaniber^or 
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chambers of the legislature a statement, and if required 
a supplementary statement also, of the estimated receipts 
and expenditure of the province for the financial year.^ In 
practice it is tlie provincial ministry ^vhich is responsible 
for the preparation of the estimates ; and the ministers, being 
members of the legislature, have full opportunity to explain 
and defend them. 

In this most important task of preparing estimates 
the Governor and his ministers are assisted by the Finance 
Department consisting of trained and experienced personneL 
Under the old constitution the Devolution Rules^ showed 
inter alia the duties and consequently the responsibilities 
of die Finance Department. This department was res- 
ponsible for framing proper fipancial rules for the 
guidance of other departments and for seeing that suitable 
accounts were maintained by tliem. It was entrusted with 
the preparation of the annual and supplementary estimates 
and of the demands for grants and excess grants to be 
submitted to the legislature, and ivith the task of watching 
the state of provincial balances. It was entitled to obtain 
from other departments concerned the material on which 
to base the estimates, for tlie corr^tness of which it was 
responsible. It had the duty of examining and advising on 
all schemes of expenditure required to be provided for in 
the estimates, and had the power to decline to include 
provision in the budget for any scheme which it had not 
scrutinised.3 

Witli the new constitution the Devolution Rules have 
ceased to be in operation, but the Governor is empowered 
to frame Rules of Business'* for the conduct of business of 
die different departments. As the old traditions in financial 
procedure have been maintained, it may easily be guessed 
that the' substance of the old rules are now contained in 
the Rules of Business. Hence the Finance Department 
has the responsibility for the financial business of the 

1. Ss. 78 (r) and 8r. 

2. Under Ss. 45A and 129A of the Act of 1919. 

3 . Rule 37 (c). Vide Appendix III. 

4. S. S9 (3)- The Rules are coniidentia!. 
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go\emmenl and for enforcing economy by an ex^maUoti, 
if necessary by a revision of all expenditure This power 
enables the deparlmcnt to frame a balanced budget It 
calculates Uie income it regulates tlie expenditure The 
Act provides' that all items of receipts and expenditure 
should be placed before tlie legislature, and hence the 
budget prepared by the Fmance Department roust be 
conprehcnsive and unified 

The Finance Department has thus a certain priority 
over other departments \ot being a spending deparlmcnt 
Itself it 13 in a good po ilion to judge tlie requests Uial 
come from Uie oilier departments However, the Finance 
Deparln ent docs not possess finality of decision, for 
questions of policy are the preserve of the cabinet, which 
also decides all casjs m wliidi Uicre is disagreement 
between the finance and oUier departments The decision 
of die cabinet is final subject only to the Governor s «peaal 
powers and rcsponsibil Ues^ 

The admm«lraU\e and other departments of govern 
ment must supply the Fmance Department with the 
necessary data on forms specially prepared for lliat purpose 
and despatched every year to tlic different budgeting 
authorities The admcrii&trative departments may and 
should scrutinise and revise die estimates of die subordinate 
officers under their control TJie Finance Department 
welcomes sudi criticism but is not bound by it , it is for 
the Fmance Department to decide whether an estimate 
should be admitted at all and if so vshedier at die original 
or a revised figure The aggrieved department has of 
reurse die right to appeal to the cabinet for a decision * 
but every estimate must first be examined by the Finance 
Department. The cabmet will decline lo consider proposals 
not so examined 

So great is the control of the Fmance Department dial 
no projM^l or scheme that has or is likely to have, a 
finanaal bearing can be sancUoned by an adminislraUve 
I S *8 and Rut«* under S. 151 

^ SLSS' “““ ' * • «1 w md.> a..! ,»ds«M 
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department wtlaout the prior approval of the Finance 
Department. Truly then the Finance Department is designed 
to be the watch-dog of provincial finances. 

As was said in a previous chapter, if the Finance 
Minister is strong and capable and has the ear of the Prime 
Minister, the tax-payer -will benefit from the economy that 
will result. But a stronger safeguard than the Finance 
Minister against waste is public opinion. If opinion favours 
expenditure, no Finance Minister can stem the tide. He wll 
be called conservative, unprogressive, reactionary. 

Though it is the Finance Department that is ultimately 
responsible for the budget estimates and the demands for 
grants, each administrative department of the government 
is responsible for the material it supplies and the policy 
followed. While it is the primary function of die Finance 
Department to enforce economy, it is obvious diat the first 
and best place to practice economy is in die office or depart- 
ment itself. Internal check on wasteful expenditure is 
perhaps more important and certainly more fruitful than 
the Finance Department’s supervision. Hence every head 
of an office bears die responsibility for the estimates pertain- 
ing to his office, and submits the detailed estimates dirough 
the controlling authorities to the administrative department 
eoncemed. The administrative department thus gets the 
remarlcs and criticisms of these controlling authorities. It 
is easy for an establishment to concentrate only on the ser- 
vices it renders to the public. The controlling authorities 
are in a position to consider all estimates in a better pers- 
pective. The administrative department views them from 
a broad aspect, while the Finance Department is expected 
to scrutinise all estimates not only in a broad but also impar- 
tial manner ; for it is there to carry out the cabinet’s plan 
with die greatest economy and die smallest burden to the 
tax-payer. 


The Financial Year 

All estimates are framed for the year commencing 
from 1st April. It is characteristic of ,die Indian budget. 
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^stem that csUmalea of re\cnue and expenditure are pre- 
sented together, and are discussed and \oled upon More 
the financial >ear to which the budget refer* begins.* 

The date of comroencement has to be so chosen that 
estimates, particulaily of revenue, may he framed intcUi- 
gently and with confidence for this purpose Uie conditions 
Meeting revenue have to be known to some extent at least, 
or the estimates will be either mere guesses or onlhmcUcal 
averages of past years. From this point of view it is diffi- 
cult to see why 1st April was chosen As was remarked m 
a previous chapter, historical conventions and traditions 
powerfully affect financial administration The British 
administrator was accustomed to the financial year begin- 
ning on lit April , he, therefore, adopted it in India with- 
out giving further thought to it One of the reasons sug 
gest^ before a Royal CoromiASion vtas, that the dale was 
fixed to suit the Viceroy’s touring m the month of April 
before taking up his residence in Simla It was also said 
that the date was fixed to suit the convenience of English 
oiEcers who go on leave usually from the end of March. 
Another reason might have been the fact that the Secretary 
of State was required to place the accounts of Indian rcv&* 
mies before Parliament m the month of May 

The need for a change m the dale is due to the country’s 
dcpendeoce on agnculturc wbndi m turn depends on the 
monsoon As further, mdustiy 15 also affected by trends 
in agriculture, a bad monsoon aifects the whole econorme 
life of the Country Hence it is advisable to have the year 
start after the monsoon season is over 

1^* Welby Commission rcrommended 1st January, the- 
mson adduced being that it was confusing to the public to 
have three statements before it, namely, the esUmales of the 
inming year, the revised fetimales of the current year, and 
the completed accounts of the previous year This reason 
does not seem to hold mudi water All three slatemenU are 
necessary to assess the pobey implied m the esUmates , for 

L Ci Os It, Tiki# of PrtfontteK, 
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%vWdj purpose llio completed sjccoimlij of the previous year 
ihould Ik; uiade u\ni!ablo i»onieiimc before tlie nest year’s 
eslirnales me published. 

'Hie Chamberlain Commission recommended 1st 
November or Ist January, so as to overcome the difficulties 
of die monsoon. The Governnuml of fmlin gave the recom- 
mendation tJieir earnest consideration and invited opinions 
from Uio Provincial Governments and the Chambers of 
Commerce. But th«;*e thought that the disadvantages would 
outweigh tlie advantages. Tliere would he difficullies in die 
field of accounts, which would have to he recaat, and of 
ailministration, for various arrangements would have to be 
altered. The matter was, therefore, dropped* and has not 
been taken up again. 

Perhaps 1st December would be preferable to either 
of die. dates suggested by the Chamberlain Commission. 
Coming after die monsoon and during the cold weadier 
season in India ilut date seems most .suitable, provided of 
course that belli revenue and expenditure estimates are 
presented togeUicr and before the commencement of die 
financial year. If, however, the British practice is adopted 
and revenue proposals are presented after the commence- 
ment of the year, so as to h.avc die actual figures for die 
year just ended, dien the financial year sliould begin on 1st 
October, so dial in either case discussion of revenue estimates 

1 . "The Govcninicnt <>! liidia have tiad under considcratiou tlic question 
ot ciungins the date of Ihc commencement of llic fiidian financial 
year from ist April to 1st Noicnibcr or tst January. Tlic 
matter has tiecu raised on mote than one occasion and notably Iiy 
the Uoy.tI Coniinission on Imlian Finance .niii Currency of 1915. 
the iiuin object in view in advocating a change being Hut it would 
facilitate more accurate budgeting. 

The opinions of the Provinenai Governments^ and the Chambers 
of Commerce were invited on the proposal in a circular letter, which 
was also published in the Press. The replies show tli.it the Pro- 
vincial CovcrimiciUs arc un.uiimoiisly of opinion th.it the ilis.idvantagcs 
winch would result from the change would outweigh the advantages, 
wiiile opinion among the commercial bodies is divided. After con- 
sidering the matter in all its bearings, the Government of India Jiave 
now decided to drop the proposal for a change." — Government of 
India Resolution, No. 83 F, dated iSth January, 1923. 
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anJ taxabon proposals may Lc lakcn up by the first week 
o£ November 


ClASStnCATlON 

nie con'iilution requires that items o{ expcndilure 
sliould be classified as voted or clnrged upon the revenues^ 
the difference being that the IcgisJaiurc votes the former, 
but only debates the latter (excepting amounts relating to 
the Governor s kalarj, his allowances and oilier expenditure 
relating to lus office, for which prousioii is made by an 
Order in Council^ Again, expenditure from revenue is 
to be differentiated from expenditure from oilier sources. 
In addition, sums included by Uie Governor for the discharge 
o! any ol lus special responsibilities must also be 'hown. 
Onl) tliosfi Items winch are not charged on the revenue* ar® 
euhnutted to the legislature m the form of demands for 
grants on the recommendation of the Governor ^ So m Uus 
matter of executive recommendation for expenditure, what 
tlte British Hou^ of Common.'i achieies by a self-denymg 
ordmance,^ tlie provincial legislatures accept by statute. 

The budget follows die form of accounts, even ihou^ 
in theory it is the accounts that must follow the budget. Hence 
U IS, sa)s Hilton Young, that “no man can Jell what some 
of the C’^timates mearv.”^ Estimates are prepared on a depart 
mental basis, one or more major heads being enlnisled to 
a department. So also a demand for a grant is prepared 
generally for eadi major head of account, divided into minor 
heads and still further into sub-heads and primary units of 
appropriation^ The form of accounts is determined by 
the Auditor General of India under S 168 of die Act. 

Ge>eiul SmiEsiE OF Estimates 
The different departments have to he prompt in budget- 
ing, as odierwue the work of the upper grades of the 
t Ss. -8 4od 79. 

2. Rule 66 ot the House ot Comntons Stanliag Rules. 

A 'Th< System of \al>oitaf Fnaut, p. 17 
4 V;(k Appendix XU (B) 
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hierarchy of conlroP is dislocated. This is stressed in all 
government financial rules and is repeated in tiie formal 
budget letter ivhich accompanies the budget forms sent out 
by the Finance Department. 

Revised estimates of receipts and expenditure of the 
cmrrent year’s budget are prepared together with estimates 
of revenue and e.xpenditure for the next year. All estimates 
are in two parts. The first, caUed ‘standing charges,’ re- 
lates to revenue and to fixed and fluctuating charges. Fixed 
charges are those which, though they may vary from year 
to year, are nevertheless not dependent on the volition of 
the head of the department, e.g. permanent establishment, 
travelling allo^vances, and ordinary contingent expenditure. 
Fluctuating charges are tliose which, though not connected 
with ne;v objects of expenditure, are nevertheless liable to 
fluctuate materially from, year to year and which require to 
be scrutinised by government themselves before they can 
go into the budget, e.g. purchase of quinine or animals, pur- 
chase of raw materials for jads, plantation labour under 
Botanical Survey, excavations under Archaeology, etc. The 
second part, called ‘ new items,’ relates to new objects of 
expenditure for which it is necessary to obtain the approval 
of the Finance Committee^ or for which approval has been 
obtained before the presentation of the estimates.^ 

Before 1934, fluctuating charges constituted a part by 
themselves in contrast with the constant and fixed charges. 
But as it was found that even fluctuating charges were fairly 
constant" or definite, tlie two have been amalgamated. The 
neAV arrangement is simpler and is designed to give more 
time for the examination of estimates of new items. It has 
also been necessitated by tlie tremendous gro^vth in work, 
the result not only of an increase in population but of the 

t For specimen of hierarchj' of control over estimates, see Appendix 
XII (C). 

2 . There is no Standing Finance Committee as at the centre, elects from 
among the members of the legislature, jjut a _ small commutee of 
members of the legislature whose advice is a^mlable to_ tlie Finance 
Minister on any matter he may choose to place before it. 

3 . Vide F. D. R. No. 204r-F, dated 12-7-21 and Financial Rules of 
tlie Provincial Governments. 
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new spirit of national progress which demands increasing 
beneficent services. The older order was static, the new is 
dynamic. 

For the estimates of revenue departmental officers are 
responsible. They are expected to give accurate forests 
from a comparison of the figures for past ycars^ ana any 
other knowledge that may come to hand. Experient« and 
shrewdness are required for such forecasts. The esUmates 
of ‘standing ciiargea’ may be calculated with almost 
mathemaDcal accuracy. Estimates of salaries, bolh^of 
officers and eatablishmeni, can be calculated exactly. 'Hic 
provincial Accountant General cliecks scales of salaries, 
increments, leave privileges, etc. with reference to the sernce 
records he keeps. Fluctuating items can be e*timated fairly 
accurately by the method of averages, and, therefore, the 
finance Department and govemmenl need not go through 
these estimates in detail, specially as they will not be is a 
position to modify them substantially. Fresh items are 
more carefully examined before being included in the budget 
estimates for the year. Yet the dUision of the budget into 
standing charges and new items is fraught with dangers. 
Expenditure on items once necessary, but now of Utile or 
no use, will get their usual quota of appropriation. No 
doubt diere is the usual letter sent out with the budget forms 
requesting all budgeting officers to see that every care is 
taken to enforce economy and that variations from the pre- 
vious three years’ actuals are explained. But budgeting 
authorities, while being careful not to increase figures with- 
out good reason, do not have the necessary stimulus to effect 
retienriimenL The staff perhaps have got used to the type 
of work, and it would disturb their present harmonious work- 
ing if any changes were introduced ; worse still in the course 
of the year work mi^t increase and the staff would then be 
agam inadequate. After all the budgeting is human > 
so he takes the line of least resistance, in this case of least 
explanation, and above all takes no risks. 

Tlence unless the hi^er controlling authorities and the 
rm^ce Department scrutinise die necessity of abolishing or 
'.mg certain items, there is bound to be accumulation 
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of items, which are a real waste of the tax-payer’s 
money.l Hence also the need for a periodical examination, 
say every three, four or at most five years, of all items of 
expenditure, so as to evaluate their relative importance and 
weed out useless expenditure. Besides this a rigid policy 
of economy is required on the part of the cabinet, for unless 
the cabinet aids the Finance Department, the latter will be 
powerless. 

All new items must be considered and sanctioned before 
provision is made in the budget estimates. All the year 
round, or better still as soon as the need arises for new ex- 
penditure, plans are submitted by heads of offices and 
departments to their administrative departments ; and after 
these have satisfied themselves about the need and the cost, 
the estimates are examined and checked by the Finance 
Department, and if approved may be included in the next 
year’s budget. Expenditure not so approved previously must 
be sent for approval with the budget estimates. Advantage 
is taken by the departments of the pressure imder which the 
Finance Department works during tlie budget season to have 
another try to get tlieir plans sanctioned. 

Estimate forms are sent out by the Finance Depart- 
ment in triplicate sometime in the first week of August to 
the estimating officers, who are the heads of offices. These 
heads of offices submit their estimates ffirough the control- 
ling authorities to the administrative department concerned. 
The controlling authorities consolidate their estimates 
before forwarding them to the administrative department 
by 1st October, and the administrative department forwards 
the consolidated estimates and the separate estimates with 
remarks to tlie Finance Department by 1st November. The 

1. In this connection the financial rules stress a few things wliich from 
the standpoint of economy are very important: (a) Estimate of 
fixed charges have not to be treated as fixed for all time, but reviewed 
by heads of departments from time to time, (b) Fluctuating charges 
are based on the past three years’ actials but explanations should be 
given for increases or decreases in tire ensuing year, (c) Recurring 
contingent expenditure should not be considered recurrent for all 
time, but reviewed from time to time, (d) If allotment for contract 
contingencies has been exceeded in one year, there must be a corres- 
ponding reduction in the accounts in tire following year. 
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esUmatcs of sabnes and cslablidiment charges are sent* 
one copy to the admmisUati\c deparlmenl and the ^er to 
die Finance Dtparlmcnt ihrougli die AccounUnl General 
and the administrative department. By 1st November 
these esiiroaies arc received hy the Finance Department 
from the Accountant General with his certificate and 
remarks by llie administrative department Estimates ol 
fluctuating items are forwarded by beads of offices to the 
controlling autlioritics who consolidate them shovfing 
figures for eacli diobursing officer scparatcl). and explain 
the increased proviaions and important variations from the 
actuals of Uic pa®! three years The administrative depart- 
ment scrutinises tliesc consolidated slalemcnls and forwards 
them willi recommendations, if any* to tlie Finance Depart- 
ment by Ul November Tlic Finance Department decides 
all points Regarding fresli cliargcs, portions which ate 
non recurrent, terminable recurrent* and recurrent ar® 
carefully indicated. 

In the preparation of e«Umatcs the Accountant General 
assists the finance Department on all financial matters with 
advice based on the accounts he keeps, and m particular 
with advice relating to the form of accounts, audit registers, 
new heads of expenditure, etc^ 


L The same expenditure u m the previous yax but not a pennancnt 
addition. 

X The procedure outlined above is the normal on& But owins to special 
or technic^ coiuiderationt there are si ght difterences in the prepara 
lion o{ the estimates under some heads «hicl) are here considered. 


Pid>{ir Workt DtfarimeiU ControUmg officers ot this depart 
ment subnut estimates bjr the middle o{ S^tember. and by iSth 
0«ober hea^ o( departments forvrard lists oE the nevr major works 
which have been approved by gov ernme nt (or execution in the ensuing 
year For greater accuracy and economy works whose estimates are 
more than five years old are struck off the VisL During the month of 
September Uie adminislramc depanmenu and the Comiiussicoers 
scruumse these estimates and by isih October Uie esUmates are 
forwar^ to the PWD whieh sends them to the Finance Diri- 
ment by isth Noiendicr Only worVa approved and technically 
sanctioned to that date are sent to the Finance Department. 

Cmf If'orir The procedure is similar to the above. ^Vllb 
regard to major works m progress demands are sei i with (uU explana 
uons for their necessity Only amounts that can be fully and 
tistluny spent during the year are to be included and even these 
ate required to be rented in the light of actual expenditure. Minot 
works are financed from dtscretwnary granu to local officers. Each 
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Form of Estimates 

Every estimate form is provided witli a number of 
columns. There is a column for the major, minor and sub- 
heads, another for the primary and secondary units of 
appropriation, then follow tliree columns for the actuals of 
the tliree previous years. The actuals of the year just ended 
are not kno^m till later in tlie year ; hence the preliminary 
figures given will need to be corrected later on. The next 
two colunms are for tlie current year's budget and revised 
estimates. The next five columns deal 'witli next year’s esti- 
mates as given by the estimating officer, the controlling officer, 
the Accountant General if needed, tlie administi'ative depart- 
ment and the Finance Department. The last column is for 
explanations for increases as well as decreases. The revised 

demand must be accompanied by adequate reasons, the past three 
years’ actuals and likely expenditure for the current year. For the 
continuance of major works, tlie system of re-grants of lapses is 
devised, and therefore the likely amount of lapses by works is 
commmucated to tlie P. W. D. by aoili December. 

Irrigation. Owing to the large schemes involved, irrigation has 
acquired a prominence of its own. The procedure is similar to that 
for major civil works. Each major irrigation head of account has a 
separate budget and each budget gives details as to the works in 
progress, maintenance, repairs and new worlcs. Anticipated lapses 
and re-allotments for the ensuing year have to be submitted by 20th 
December. 

Debt Heads. Controlling officers receive estimates from sub- 
ordinate authorities by ist October and after consolidation forward 
them direct to the Finance Department within a fortnight. Estimates 
of loan funds are submitted by the administrative department to the 
Finance Department by 20th November. 

Expenditure in England arises owing to leave and deputation 
allowances, sterling overseas pay, scholarship stipends, eta Provision 
for expenditure under capital heads is made under the same heads in 
the corresponding Indian expenditure. By ist September, heads of 
offices funiish the administrative departments with statements of 
those likely to be on leave or deputation out of India and whovwill 
draw their salary in England. After scrutiny the statements are 
sent to the Finance Department which after consolidation informs 
the High Commissioner and the Secretary of State. After aSth 
September sucli information is sent direct to tliese authorities by 
the administrative departments and copies furnished to the Finance 
Departpient 

Stores. This expenditure is based on forecasts sent to the High 
Commissioner by indenting officers and is later modified by him 
with reference to later information about prices, eta Estimates arc 
prepared by the end of August and sent to London. Exchange is 
calculated for estimates at the official rate. Provision for loss or 
gain in exchange is made in the revised estimates. 
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csUmaics column has tvro sulxolumns, one 

or 8e^cn months’ acluaU oi the currcnl year and ® , 

die actuals respectively o£ the seven, six or five last 

of the preceding year * lienee revised citiinalea arc 

on die actuals of tlie twelve nwmtlis immediately p«^d‘nS 

die date of estimating, Uiou^ these figures 

the li^t of any other information that may be availa 

These revised estimates arc important to shovf the trend o 

expenditure m die current year lleviscd estimates “f’®, 

material factor in arriving at the budget estimates of 

next year, and so great care has to be bestowed in pxeparmB 

them 

Uemseh Estimates 


Tliese are in addition to those prepared at budget time 
and are requited both for receipts and for expenditure U 
revenue has fallen short of expectations steps must be taken 
to reduce expenditure if expenditure has exceeded or u 
likely to exceed appropriation limits, then supplementary 
estimates have to be prepared for presentation to dm 
legislature 


Departmental olTicers have the duty to keep dicmselvw 
duly informed about die progress of revenue and cipcndi 
ture under dilTerent heads and compare them widi the figures 
for the corresponding period of the previous year Revised 
estimates must be prepared as accurately as possible, and 
registers are kept to show revenue likely to be realised or ex 
penditure to be incurred in the remaining months By dst 
November controlling authorities send to the administrative 
and Finance Departments a report regarding probable altera 
tion m budget estimates of receipts and expenditure by minor 
beads on the basis of six months’ actuals and other mfonna 
Uon By 4di January anoUier report based on die first eight 
months’ actuals and other information is submitted for 
receipU by minor beads and for expenditure by>primary 


1 Speamcn forms for sUnlinK daret* u well u new item* are pro* 
vn Apinm^ces XtV tA) & (B) xod wT) provide a clear idea 
trie diSerent cotumns enumerated above. 


i Vde Appendix XIV (C) 
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^inils under each minor head or sub-head. Lastly on 3rd 
Febniary anotlier revised estimate is forwarded, this time 
based on nine months’ actuals and otlier information obtain- 
ed. In tlie montli of December the Finance Department 
works out a forecast of probable revenue and expenditure 
for the next year. This forecast is based on the estimates 
of standing charges and on die six-mondily revised estimates 
of the current year’s budget. 

Consolidation and Review of Estimates 

Consolidation and review of estimates is die task of the 
Finance Department. Consolidation is made by major heads 
•of account on printed consolidation abstract fomis.^ The 
form has many columns so as to furnish suitable statistical 
-data. There is a column for the actuals of the first eight 
or nine months and anodier for the last four or three mondis 
of die last year respectively. Tlien come actuals of die filve 
previous years, the budget and revised estimates for the 
current year and lasdy die budget estimates for the coming 
year. 

Review of estimates takes place dirough what are called 
budget notes by die Finance Department on proposals sub- 
mitted by die administrative departments and on the consoli- 
dated abstracts mentioned above. Formerly there were two 
editions of such notes according as eight or nine months 
actuals of the current year were available. Now both on 
grounds of economy and to save time there is only one 
edition. As the budget notes are prepared, the compila- 
tion of demands for grants for submission to the legislature 
is taken in hand. After 11th February, very few correc- 
tions are made and only if the amounts involved are large. 

In the second week of January a detailed note of budget 
estimates by major heads is forwarded to government. If 
any excess over a grant for the current year is likely, steps 
are taken to regularise it. The Finance Department when 
it prepares its budget notes has more recent figures than the 
departments which scrutinised the budget estimates 

1. Vide Appendix XIV (E). 

11 
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Tto buJ8«l ""'o C‘ Jbc'i cC® 

year, liudBet esUmatea o! “"'"J.* ^’„,,olh„g aulhonly 
of the casuieg year, as litopoEcJ by ihe Metro 6 

and the admtmtltat.vc dcpartmcel and icmat^ 

uons on any points of importanec f*'" ‘^u„eg 

Wore the I .nance Comimtleo .omeI.n.o for 

mill the budget notes demands for grants are p P 
expenditure estimates mIucIi ate \otablc- 
nie cabinet eolleetisely consider the 
the second »cek of January and tlieir by 

by the Finance Dcpatlment This meeting u prcccdeit y 
a meeting of tlie dcparlmcntaV secretaries 


Budget Puducahoss 

There Is the Book of Cml EsUmales. 
dclaileil, and an accompanying memorandum wmcli ^ 
llie notes and explanations bearing on the csiiP*^ 
Qianges m taxation are revealed only m Uie budsei 
wbicli 18 printed and circulated to tho members ol Uj® WB 
lalurc The Uiree together give a fund oC tinancia 
knowledge on which the studcnl of Bnance and the legis 
may work. But there is need for a handy publication gt 
mg the budget speech and summary tables and slatcnn^ 
for the guidance of the legislature and the public, somew 
on the lines of “The Budget” puhUsbcd by the Cen 
Government. 


B. The Central Bwlgct 

The vast sue ol the country and the large volume of 
transactions necessitate a large administrative machinery* 
■What the divisions are to a province, the provinces arc to 
tlie whole country In the central orgamsalion “ic 
Accountant General, who is the principal auditor of a pro* 
Vince, becomes at once a budgeting, accounting and auditing 
officer Anotlier peculiarity is the large departments wim 
their organisations spread all over llie country Tlie mu 
ways have a separate budget devoted to them *hich i* 
1 V de below Ch. V Budget Demaad Siatimt ts where d em s o ft* foc 
gruju tiave been dealt with at aonie lengtK 


THE PREPARATION OF THE BUDGET 


16S 


considered before tire general budget is taken up. The 
railway budget which is an annexed or auxiliary budget is 
dealt with in chapter XIV. 

, The system for the preparation of estimates at the centre 
is the same as that in the provinces. Consequently only 
differences between the two and points of special importance 
are dealt with. 


Budgetary Agencies 

The Governor General as tlie executive head of the 
Central Government, like tlie Governor in tlie province, is 
entrusted with tlie preparation of the annual financial state- 
ment, the supplementary estimates and the demands for 
grants, and their submission to the legislature.^ In this 
important task he is assisted by the Finance Member of his 
council and the expert and experienced staff of the Finance 
Department. 

The Governor General has the responsibility (which 
the Governors of the provinces have not) for safeguarding 
tlie financial stability and credit of the Federal Government ; 
and for tlie efficient discharge of this special constitutional 
responsibility he may, ivhen the federation is established, 
appoint a Financial Adviser, whose advice will also be avail- 
able to the Federal Government upon any matter on which 
he is consulted. 

The Finance Member, in the federation to come the 
Finance Minister, and bis department are the ordinary 
guardians of economy and financial stability ; and by the 
Rules of Business framed by the Governor General are 
entrusted witli all the financial business of the government 
and accorded a priority over other departments. What is 
expected of the provincial Finance Department may surely 
be expected, and even more, from tlie Central Finance 
Department for it must set a high, standard for the provinces 
to imitate. 

1. S. 33 (i) and S. 36. 



nSANCUL ADMIMSTIXATIOS in indu 


TtCNEiuL Scheme of Estimates 


The esumalc. ol *e CcnWl “7X11 




the esumaies oi uvu ui-iia.,*..-..- - esUmatcs ot 

tercd direct by tlte Ceelrel Govemmen (6) 
non-cnil departments, namel:)^ ^ the esU 

and die Po.ts and Telegraphs .\„ner for 

„atcs ot the Indte Office and Ac Utel. 

India in London, also called Home Estimates . 

Ci,.l estimate, and esUmatea o£ 
administered by tlie centre as Balndiistan. Coorg ^djeiw 
are prepared by tlie adrornistrattse officers, sernUnitrf 
the local Accountant General and then submitted 


the local Accouniam ^erai .mu u.o.. , 

Accountant General, OnUal Revenues, who 


Accountant i^erai, u^nirai uc%eiiu«, — -- 

estimates Agency subjccU are those are 

centre by the provinces , and estimates of these subj 
compiled by the Provincial Government and subroitte 
the centre tlirough die local Accountant General 

EsUmates of the Defence Services arc prepared by die 
Finance Adviser, Military Finance, of die Railway Deparx* 
menl by the Financial Commissioner of the Railway iw* • 
of ihc Posts and Telegraphs Department by the Financial 
Adviser, Posts and Telegraphs These are dealt with m a 
subsequent chapter ^ 

The esUmales of the India Office are compiled by the 
Accountant General, India Office, under the direction of die 
Secretary of Stale and the esUmatea of the High Commis- 
sioner’s Office by his One! Accounting Officer The esUmates 
of the latter relate chiefly to the expenditure in England on 
behalf of the centre and the provinces, for he is the agent 
of these bodies The esUmatea he sends are incorporated m 
the central or provincial esUmates The estimates of the 
India Office prepared by the Accountant General are 
scrutinised by the Finance Department of the India Office. 
The expenditure of the India Office and the High Commis- 
sioner’s office IS met from Indian revenues 

1 TtiAt IS all dcpartmenls sasc ihe MiLury Railway and Posts and 
Telegraphs Dcpartnients. 
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Civil Budget Estimates 

Every budgeting autliority, as in the provinces, is 
impressed at the start witli tlie necessity of keeping to the 
prescribed dates for die submission of estimates and of 
exercising all possible care in framing them. Again, as in 
the provinces, estimates are framed in t^vo parts, (i) stand- 
ing and (ii) fresh charges. Estimates of ‘ standing charges ’ 
are submitted in duplicate on forms supplied by the Accoun- 
tant General, Central Revenues, so as to reach him and the 
administrative department concerned by 15tli October. 
Estimates of ‘ fresh charges ’ are also submitted to the 
administrative department by the same date, if they have 
not been submitted earlier in the year. 

All items before being included in the budget must 
receive the sanction of the Finance Department, even new 
proposals relating to charged expenditure. It is left to the 
Finance Department to decide whether it should authorise 
the inclusion of any provision in the estimates for some of 
the proposals relating to charged expenditure without 
obtaining the Standing Finance Committee’s approval. 

The administrative department examines part (i) of 
the estimates and reports reduction in estimates of expendi- 
ture proposed by local officers direct to the Accountant 
General, Central Revenues, who is bound to incorporate such 
changes witliout question, as it is the administrative depart- 
ment that must justify estimates before tlie Public Accounts 
Committee of the legislature. It is open to the Accountant 
General, Central Revenues, to bring to the notice of that 
department, however, any facts bearing on the reductions. 
But, if the administrative department proposes addi- 
tions, then he reports them to the Finance Department for 
sanction. Revenue estimates are prepared in the first place 
by the heads of the different tax collecting agencies e.g. the 
Collector of Customs and the Commissioner of Income-Tax. 
These departmental heads submit their estimates to the 
Accountant General concerned, who submits them to the 
Finance Department and tlie Central Board of Revenue. 
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The Fu.ance DcparUn^Hoe, "ol cnuc« 

,„e pcruen of part (.) ol I- „„I, 
General. Central Rerennea P'f™* ^al changca 

iftheadmmislrativedepartmcnlo ) ^ connee- 

must It addrcas tlie Finance \he miiidle of 

tion inth standing charges is completed by 

December 

EsUmales of flucluatmg Hems arc J ^ 15 ^ 

officers to ihe admmislralive J and im 

October Explanation, oi all mcrcas^ p actaals, 

porUnl Natialions >duch are not ^j_,n,cua 

Ct giicn The original esumates 

tiie departments recommendation ^"U“ j„jrtment 
Department by tlic middle of No.e^r A^Sant 

records its decision against each item The AOTtm ^ 
General, Central Retenucs. prepares the „ 

of this part and calls attenbon to Hems of creesa 
inaderiualc budgeting in bis budget notes 

Tlie adminulrau>e department submits £rc^b 
lo the Finance Dcparlraent for sancUon, and, 
obtained, prepares a memorandum for tbe Standing 
Committee, before whom new items are placed for 
The memorandum before being submilted to the 
ordinarily has lo be scrutinised and accepted by the f man 
Department. 

Tlie best course, wbidi is the usual manner of doing 
thmgs, is lor the 'ubordmate officers to submit proposals tor 
new expenditure throughout the year, in fact as soon as the 
necessity arises or comes to notice. Then also subordinate 
officers «uhmil to other departments direct such of 
proposals for new expenditure as require lo be considereo 
by the latter, so that all consideration, financial and admmi^ 
tratiie, is completed m sufficient Umo to enable the 
memorandum for the Finance Oiniroittee to reach the Finance 
Department by 15th Noicrober 

After items haie been considered hy the Finance Com 
mittee the Finance Department wiU commumcale tho»e wbicii 
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Budget De-vlvnd Statements 

Expenditure estimates are put in the form of demands 
for grants when submitted for legislative sanction. Hence 
only votable items go to make up tlie demand statements. 
These statements' have three parts : (£) statement of the 
total amount required, (li) details by sub-heads under which 
die grant will be accounted for by the department concerned 
(where a grant has to be accounted for in different circles 
this part is divided into IIA and IIB, the latter showing 
the distribution of die grant by circles of account), and (ui) 
detailed estimates under each sub-head divided into items. 
The preparation- of diese statements from materials obtained 

1. Vide Appendix XIII. The statements form the initial basis frotn 
which die budget work starts and gets consolidated. 

2. Sonic o£ the instructions for the preparation of Demand Statements 
may be noted: («) Details of each demand arc grouped under 
sub-heads. Sub-heads appearing in the Book of Demands for the 
year arc the sub-heads prescribed by the Finance Department for 
dte year. Any clianges in sub-heads must receive its formal approval. 
Sub-heads inoperative for three years are deleted and require formal 
sanction for renewal, (ft) There are four columns giving last 
year’s actuals, budget and revised figures for the current year, and 
budget estimatps for the ne.vt year. (iVi) Details of strength and 
rates of jiay are given only for posts on Rs. 750 per men- 
sem and abos'c. (itO There are two columns for strength, 
one for the number at the time of preparing the current budget and the 
other the ne.xt year's budget. (tO New items and fresh recurring 
charges accepted by the Finance Committee during the current year 
for which a supplementary grant has not been obtained, and which 
are appearing for the first time, are printed in tliick t>’pe. (ti) 
Footnotes very briefly describing tlie necessity for new proposals 
of expenditure and all large variations in estimates of tlie coming 
year as compared with the current year are given, (rfi) Charged 
items are shown in italics. (ti'if) A reserve, if any, is shown as 
a distinct sub-head, a note in the estimate being made to distinguish 
a provision for a specific scheme from a lump sum allotted for 
unseen contingencies and it is also indicated at whose disposal 
tlie reserve is placed. _ (far) “ Pay of Officers ” is shown separately 
from “ Pay of Establishment” (.r) Distribution of totals is sucli 
as they agree with totals of details and totals of charged and 
voted items. Totals in the Abstracts in Part II agree sub- 
head by sub-head with totals of corresponding 3ub-heads_ in Part HI. 
All figures are in thousands, (.vi) Combined establislmients,_ the 
charges of whidi arc distributed between the centre and the provinces 
or between two central departments are shown in full in one place 
and portions recoverable arc shown as_ “ Establislunent charges 
recovered from government, department, etc.” (jrii) Statements 
are accompanied by complete lists showing (a) new items, and (b) all 
fresh recurring items accepted by the Finance Committee during the year 
appearing for the first time. 
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cFpUnaUOM ta,= .o be eomplcur. 

eintial lacu bul relemns lo «« wth tbe 

be^n record TTie actuals m the budget notes are fo 
circle as a ^^l^ole 

As only one cdilion is now re=ort£i3 lo m P’““ 
old preliminary, llrsl and sceond editions, die budget 
luve to be as complete as possible in tlie first , f 

nth Febmari, the Finance Department is ■"'“'ffj* 
alteralions only oi rupees one laUi or more 
individual ma]or head Estimates are also revieneil « 
reference to nine tnonllis actuals Corrections arc 
poralcd by the Finance Department at its discretion 


Stanolsc Finance CoMiinrEB 

This u a commiUec of the Legislate Assembly 'Vfhjch 
acrutmisea freali charges before Oicy are incorporated 
the budget It has ten elected members and one nominatea ^ 
member ^lio ts also the cliairman The Finance Mem t 
may also refer any new proposals for non \olcd ciim expe» 
diture for the purpose of getting ad«ce thereon. He la no 
at all bound by any ad\ice or decision of the committee, yc 
It IS unUhely that gmemment will go to the legislature "ben 
a proposal has been turned dovsn by tlie committee iVnother 
of the committee's functions is lo scrutinise details of various 
estimates placed before the assembly This function, akin to 
that of the Estimates Committee of the House of Commons, 
13 houeier not exercised 

1 Tor explanal on t « ntcesHTT to Vnow the indindial bud?tl» t!»t 
contnbuted to the tranalions so tor llui purtpose booV.ed ictuali 
are analjsed morth br month, and tjiy budgHi and account*. >t w 
then an easy matter to correct expianauons by a reierence to t^*^ 
notes. For the purpose ot anatys t ot actials (either for 
tiotes or SIX roonthly estimates^ there is a class ded abstract. The 
actuals recorded la the detail books under each major and mwe 
head (or receipts and under tumor heads ^y (or expenditure 
are analysed month by inootb (or comparison with the correspond^ 
actmls o( the previous year Reasons (or large vanaUoeis compared 
wt th the propomonaie estimate and previous jears figures are wnttei* 
CIO the reverse. 
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Budget Demand Statejients 

Exiiendilure estimates are put in the fonn of demands 
for grants when submitted for legislative sanction. Hence 
only votable items go to make up tlie demand statements. 
These statements^ have three parts : (i) statement of the 
total amount required, (ii) details hy sub-heads under which 
the grant will be accounted for by the department concerned 
(where a grant has to be accounted for in different circles 
this part is divided into IIA and IIB, the latter showng 
the distribution of tlie grant by circles of account), and (ui) 
detailed estimates under each sub-head divided into items. 
The preparation^ of tliese statements from materials obtained 

1. Vide Appendix XIII. The statements form the initial basis from 
which tlie budget work starts and gets consolidated. 

2. Some of the instructions for the preparation of Demand Statements 
may be noted: (i) Details of each demand are grouped under 
sub-heads. Sub-heads appearing in the Book of Demands for the 
year arc the sub-heads _ prescribed by the Fjnance Department for 
the year. Any clianges in sub-heads must receive its formal' approval. 
Sub-heads inoperative for three years arc deleted and require formal 
sanction for renewal, (it) There arc four columns giving last 
year's actuals, budget and revised figures^ for the current year, and 
budget estimates for the nc.xt year. (uV) Details of strengtli and 
rates of pay are given only for posts on Rs. 750 per men- 
sem and above. (if) There arc two columns for strength, 
one for tlie number at the time of preparing the current budget and the 
other the next year's budget. (-') New items and fresh recurring 
charges accepted by the Finance Committee during the current year 
for which a supplementary grant has not been obtained, and whicli 
arc appearing for the first time, are printed in thick type, (pi) 
Footnotes very briefly describing the necessity for new proposals 
of expenditure and all large variations in estimates of tlie coming 
year as compared with the current year arc given, (vti) Charged 
items are shown in italics, (t’m) A reserve, if any, is shown as 
a distinct sub-head, a note in the estimate being made to distinguish 
a provision for a specific scheme from a lump sum allotted for 
unseen contingencies and it is also indicated at whose disposal 
tlie reserve is placed, (ix) " Pay of Officers ” is shown separately 
from “ Pay of Establishment.” (.r) Distribution of totals is such 
as they agree with totals of details and totals of charged and 
voted items. Totals in tlie Abstracts in Part If agree sub- 
head by sub-head with totals of corresponding sub-Iieads_ in Part III. 
All figures are in thousands, (.ri) Combined establishments,^ the 
charges of which arc distributed between the centre and the provinces 
or between two central departments are shown in full in one place 
and portions recoverable are shown as, “Establishment charges 
recovered from government, department, etc.” (jrii) Statements 
are accompanied by complete lists showing (a) nevy items, and ( 0 ) all 
fresh recurring items accepted by the Finance Committee during the year 
appearing for the first time. 
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ciplanationst l,a,e to be as concise as is ^ ^ 

ihLt in view, VIS , that the reasons for cadi estimate snom 
So^re^rf The actuals in Uie budget notes are for foe 
ciicle as a ^vliole 

A, only one edition is now resorted to in P>““ ^ 
old preliminary, first and second editions, the budg 
have to ho as complete as possible in foe first instance 
llfo February, foe Finance Depa^ent is >P 
alterations only ol rupees one laUi or more und f 
individual majot head Esumalcs are also 
reference to nine monllis actuals Corrcrtions are 
porated by llie Finance Department at its discrcUon. 


STA^Dl^c Finance Committee 

This IS a committee of the Legislative Assembly which 
scrutinises fre h charges before ibey are incorporated m 
Uie budget It has ten elected members and one 
member >ibo is also tbe diaimian Tlie Finance Member 
may also refer any new proposab for non \otcd civil expeti* 
diture for tbe purpose of getting advice thereon He is no 
at all bound by any advice or decision of the committee, yc 
it 15 unlikely that government wiU go to the legislature when 
a proposal has been turned down by the committee Another 
of the committee’s functions is to 6crulmi«e details of various 
estimates placed before the assembly This function, akm to 
that of tbe Estimates Committee of the House of Conunons, 
13 however not exercised 

1 For explinaUon it is iKctsurjr to know the individual budeeU tb*t 
contributed to the vanationi so lor Ihii vurpose booked actual* 
are analysed month by month, and budsrts and accounts. It ** 
Uien an easy matter to cottccI explanations by a reference to these 
rotes. For the purpt»e of aoMys s ol actuals (either for bud^t 
notes or six monthlx estimates) there u a classified abstract. Tl>e 
atluals recorded in the detail books under each maior and minor 
head lor receipts and under minor heads only for expenditure 
are analysed month by math for comparison with the correspoodinif 
actuals of the previous year Reasons lor large vanaticais compared 
wiih the proportionate estunate and prenous years figures are wntteis 
oo the reverse 
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budgets to tlie two houses of tlie legislature, convenient 
summaries and tables and explanatory memoranda on them. 
At present this is tlie only publication that is short and handy 
enough for perusal by tlie members of tlxe legislature and 
by die public ivlio have neidier the time nor die interest to 
go into details. 



170 


n^A^aAL ADMLMSTBATION IN 


,„i,.dual budget the budget 

General Central Retenues Depart 

notes Skeleton forms are l^tons of aU 

ment. Tlie statement of scar’s estimates as com 

important lariations of '5® for Uie current 

paled nith the revised and “^2/ “at is completed. 
jLr and the actual Eeures for the >ear that is c P 
and of special Items of ejpenditure meluded 
Finance Department invites die “j endeavouts 

me departments in drafting ,7" g.' ) form a 

toshovviem U eir respective portions •” '>'e °™e. 

week before the demands are presented to die legis 

Demand sUlcments are then submitted 

Department along with the budget notes 

stafl of the office of die Accountant General, ^ 
Revenues, is deputedl work m die Finanre 

feu being deputed to the Crown Finance Depart®!, t 

the last week of January to die Brst week of Mari »«' 
demand slatenienU are completed and agreed v»im £ 
notes and figures are rounded 


Conclusion 


'll e budget is considered by the go%emmcnt collectively 
m the second -week of January and their decisions are noted 
by the Finance Department 

'The estimates at the centre are m four books the Ovtl 
Budget Eslimatess and the Estimates of the Defence Semc», 
the Railways and the Posts and Telegraphs 'Ihe demands 
ire put together m one compilation called the ‘ Demands for 
Grants 'Hiere is al«ko a very Useful publication of the 
Lenlral Goienunent called The Budget In this are 
gnen the «peeches introducmg the general and llie railway 


1 For ihe extra work vtach derolTCt upon the Finance 

danng Ihe budeel season, men haee to be drafted from outside, t™ 
roost convenient ananBenenl t to ed a loan of several awistanU 
' tn the correswuiing aaxxmtiog orBanisaUcn. e.t: from the 

t Cmerai, wntrat Revcimes. for the Central Finance Depaitmem 
t ti«v C.TtKTi Finance Denartrocnt and froni the proinciai 


THE BUDGET AND THE LEGISLATURE 


173 


io tlie legislature which, as w’as said in a previous cliapter, 
ought to he dramatic enough to rouse public enthusiasm on 
and stimulate public discussion of die budget. The second 
is die discussion and voting of the demands for grants, 
follow'ed by a final and formal authorisation of grants and 
appropriations for the year by the Governor General or 
Governor in a scliedule of authenticated expenditure. This 
stage refers to die sanctioning of the expenditure side of 
the budget. Lastly comes die discussion and voting of 
finance bills or the sanctioning of the revenue side of the 
budget. 

SUB^USSION OF THE BuDGET 

The budget at die centre is introduced in the Assembly 
by die Finance Member and in the Council of State by the 
Financial Secretary ; in die provinces by the Finance 
Minister in both houses. Budgets in India are usually 
presented to the legislature during die month of February. 

The budget speecli of die Finance Member is care- 
fully prepared, for it oudines the financial policy of the 
government. After a short introduction, in which he tries 
to put the house in good humour towards him, the Finance 
Member plunges into die subject proper and begins a 
review of die year diat is completed. The Audit Report 
has been widi die members for some time past and so he 
does not tarry long ; ivith a feiv remarks he brings his 
review of that year to a close. 

The next topic is a review, as far as current actuals 
and revised estimates iviU allow, of die budget of the 
current year. The Finance Member gives the revised 
estimates of income as well as of expenditure and the 
results expected. The increases or decreases in the chief 
revenue heads as customs, excise and income-tax and in 
the large items of expenditure as defence services, cml 
estimates and interest charges are accounted for and 
explained. The results of the Posts and Telegraphs Depart- 
ment which is worked as a quasi-commercial department 
are always given. The net results of income and expen- 
diture are then given, with remarks upon the same. 



CHAPTER VI 


THE BUDGET AND THE LEGISLATURE 

■Wue:« ihe csUmates are finally decided upon by tbe 
execuu>e, they are printed and then presented to the legis 
lature It is a constitutional privilege of both houses of 
the legislature to receiie the annual and, if rcrpiired, the 
supplementary estimates Tlie importance attached to the 
budget 13 evident from the fact dial a special session of 
the legislature is onvened for the purpose of discussing 
and voting iL 

As was pointed out m diapter IH tlie executives in 
India, both at the centre and lo the provinces, have a 
^are m determining the budget. Their powers are roid 
way between full authonsation of the budget as in the 
autocratic countries and limited determination as in the 
democratic countnes To recapitulate bricHy, first, not the 
whole budget is subject to the vote of the legislatures • m 
fact at the centre about four fifths and in the provinces 
about one-sixth of the expenditure is nonvotablc Besides 
the Governor General and the Governors have Uie power 
to include in the budget sums which are necessary for the 
discharge of their special responsibtblics Then again. 
With regard to matters v^ilhin the vote of tlie legulature^, 
there is the constitutional provision, very necessary to pre- 
vent abuses, that the executive must recommend every 
financial measure and that a legislative chamber ma'' 
assent to, refuse or reduce but never increase such a 
measure In addition the Governor General possesses the 
power of certification , and Uie Governors Uie power of dis- 
solubon, whidi, unless the matters under discussion are 
senous, is sufficient to compel party members to fall into 
line vvith mmistenal wishes 

There are three well-defined stages through which the 
budget passes before it is fully authorised for being put 
into execution. The first as the submission of the budget 
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second set of information is more detailed than tlie first. 
There is also a long e.xplanatory memorandum on revenue 
and expenditure estimates, interest payments, ways and 
means estimates, and otlier items of importance. Botli sets 
and die memorandum are included in a publication called 
' The Budget More detailed information is found in die 
Book of Estimates issued in four parts and in die compila- 
tion called the ‘ Demands for Grants ’, of ivhich we have 
spoken in the previous chapter. 

The speech of die Financial Secretary in the Council 
of State follows the same lines as diat of the Finance 
Member ; oidy it is brief and usually more statistical. 
Tlie Financial Secretary tries to supplement die informa- 
tion given in the Assembly. Often die same information 
is put in a different way, so as to give another picture of 
the same facts — a good way of bringing home to the public 
the full import of any point. 

Tlie railway budget is also introduced sometime in 
February and before die general budget by the Commerce 
Member^ in the Assembly and by die Chief Commissioner 
of the Railway Board in the Council of State. Their 
speeches mutatis mutandis are similar to the two speeches 
given above, special stress being laid on capital expenditure. 
Li the federation that is contemplated the railway author- 
ities are given autonomy and the railway budget will then 
not be subject to legislative control. The budget speeches, 
with the budget as introduced and as adopted, together 
with the summary statements and explanatory memoranda, 
are included in ‘Hie Budget’, a publication referred to 
above. 

In the provinces the Finance Minister’s budget speech 
is delivered in the Legislative Assembly and the presenta- 
tion in the Legislative Council is a very formal affair. 
The form of the speech follows the usual pattern — a review 
of the actual results of the previous year, of the revised 
estimates of the current year, die budget estimates of the 

1. Since the creation of the War Transport Department by the member 
in diargc of it 



IT-t HKANCUL ADUIKISTIUTIOH IN »NDU 

The third topic — more importanl than the Iasi U 
budget for Uie next ywr. The revenue expected under 
different beads and the expenditure likely lo be iijcurrcu 
on defence, interest charges and oiJjcr large items are 
analysed, and the position at the end ol llie year struck, li 
a deficit is expected members of tlie bouse Itnovr mat 
changes in taxation are likely. If a surplus, everyone i* 
anxious to know whcliicr any reduction in taxation will be 
considered. 

Tlien the Finance Member digresses on tlic ways and 
means position for Uie current year and the expected 
requirements of the following year. Here he outlines the 
borrowing or repayment or conversion policy viilb regard 
to loans and cxisUng securities, iJcaU btiefiy with slewing 
liabilities, p\cs the position, current and expected, of post 
oi&ce cash certificates and savings bank deposits, and lastly 
announces the government policy as regards treasury bills, 
besides giving the outstanding amoust to date. 

Now comes the most Interesting item, for which the 
meinbers have been waiting all the tim^— proposals for the 
next year regarding increases or deertoies in ta.xalion. A 
Finance Member who can reduce taxation is cheered 
lustily. If, however there is an increase opposition usually 
begins to flare in the faces of members. Having made 
these important announcements the Finance Afexaber 
quickly draws his speech to a close. Soon after die speevh, 
he introduces the Finance Bill with all the necessary 
schedules. 

The Press takes no time to relay the budget speech 
and wiAin twcnty*four hours ptffiUc discussion centres 
round it 

Together with the budget spcedi the members get 
summary budget statements of revenue and expenditure 
diarged to revenue, of receipts and disbursements of the 
Central Government, followed by (o) a slateroeni of 
revenue, (6) a statement of expenditure cliarged lo revenue, 
and (c) a statement of receipts and disbursements. The 
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Finance Minister or Member has Uie right of reply ; and to 
win over the house usually promises to see that hard cases 
resulting from taxation will secure relief or that particular 
expenditure ivill be carefully considered or else makes a 
vigorous plea for tlie particular policies initiated by the 
govenmient. 

In India tlie general discussion over, tlie demands for 
grants are taken up. Demands refer only to votable items. 
Items charged on the revenues may only be debated, save 
regarding matters mentioned above, but not voted upon. 
Even tlie debate on tliem is restricted to the general discussion 
stage, as die schedule of authenticated expenditure which 
includes these appropriations can neidier be discussed nor 
voted. 

Demands are at present only presented to die 
legislative assemblies, the upper houses having no power to 
deal with diem at ail. In the federation to come, the 
Council of Stale will have almost co-ordinate financial 
powers with the lower house, which alone, however, will have 
the right to initiate money measures. 

Demands for grants^ are made in respect of expen- 
diture not* charged on the revenues. No definition of the 
term expenditure lias been given either in die Act or the 
Legislative Rules. In practice, it has been taken to cover 
(o) what is technically called ‘ expendituie ’ in the public 
accounts, including capital expenditure incurred from 
borrowed funds and (h) certain disbursements under the 
debt head ‘ Loans and Advances ’ but not under other debt 
heads. It does not cover disbursements under deposit and 
remittance heads. 

Every demand for a grant is introduced by the mem- 
ber or minister in charge in die following words : 

“ That a sum not exceeding Rs be granted 

to the {Governor General or Governor) to defray the 
charge which will come in the course of payment 
during the year ending March, 19 .... , in respect of 
{subject of demand) ”. 

T. Vide Ch. V, Budget Dcnwnd Statements and Appendix XIII. 
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cnsuuiB year, the iiaja and means proBramme ol ihe 
current and Uie ncit year, new schemes or policies to he 
imlialed m die nest year and lastly taiaUon proposaU to 
balance ibe budget 


Discussios AND Voting of Grants 

Tlie procedure in tbc provinces and al the centre for 
the discussion and \oiing ot grants is cssenually the same 
A >seek after the budget is introduced, — no discussion takes 
place on the day on which it is pi^cnted — the Icfijslati^ 
initiates ^shat is called the general discussion on the 
esUmates, Vkhich lasts from two to four da)s The Gov 
emor General and the Goicmor haic the power to frame 
rules for the chambers on certain mailers rocnlioned in the 
Act, one of which is to see that hoancial business is 
completed m time 


Hie general discussion is intended to provide for 
criticism of Uie annual ftnanaal statement as a whole, not 
specific estimates which will come up for discussion when 
ihe demands for grants are introduced nor specific revenue 
measures which will be considered when ibe finance bill is 
taken up The general discussion may range over any 
subject (excepting certain items*), that has any relation 
to the esUmates , it oughU however, to centre round the 
general financial plan of the govemmeni for the following 
year, and the general taxation and expenditure policies. 
It enables members to discus* revenue esUmates^ non 
volable expenditure and the ways and means programme 
of the government. What happen* often is that special 
points are singled out for a polmcal attack by a party or 
individual and hammered at, so that the general discussion 
IS a waste of lime speaally if that item will come up for 
discussion later The discussion ^so serves as a pomter 
to government, giving it an idea as to how the budget pro- 
posab will be dealt with in subsequent stages Tbe 


1 Items >»h]ch refer to llie salaries ol the Ckivenwr General aod Gov 
emois and expenditure rdaiing to thetr respecore offices and sums 
payaUe from central reveiuKs on account ol the expenses of the 
Lrown Bepresentauve and his dtpanment. 
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altogether. Token cuts raise political rather tlian JBnancial 
issues ; and are used as a means .to discuss the particular 
policy connected with tlie demands under consideration. 
If the government’s answer is unsatisfactoiy, the cut is 
pressed to a division. Otlierwise, and very generally, it is 
wididrawn. On tlie question of reduction practice varies. 
In some provinces a reduction only in the total amoimt is 
permitted ; jin other provinces reduction on a particular 
item or items is allowed. 

Schedule of Authenticated Kxpenditure 

When die demands for grants have been passed by the 
Legislative Assembly they are sent to the Govemor General 
or Governor who incorporates them into what is called an 
* authenticated schedule ’ in which he may restore demands 
to their original figures, if he considers such restoration 
necessary to die discliarge of his special responsibilities. 
The authendcated schedule of authorised expenditure, 
therefore, includes (i) grants made by die chamber or 
chambers, (li) sums required to meet expenditure charged 
on the revenues^ which suras cannot exceed the original 
estimates, and {Hi) grants restored as being necessary for 
the discharge of special responsibilides. Amounts in the 
second category are technically called ‘ appropriations ’ to 
distinguish them from grants. 

1. Expenditure charged on provincial revenues is as follows : — 

(a) the salary and allowances of the Governor and other expenditure 
relating to his office for which provision is required to be made 
by an Order in Council; 

(b) debt charges for which the Province is liable, including interest, 
sinking fund charges and redemption charges, and otlier expen- 
diture relating to the raising of loans and the service and 
redemption of debt; 

(c) the salaries and allowances of ministers, and of the advocate 
general ; 

(d) expenditure in respect of the salaries and allowances of judges 
of any High Court; 

(r) expenditure connected with the administration of any areas which 
are for the time being excluded areas; 

(/) any sums required to satisfy any judgment, decree or award of 
any court or arbitral tribunal; 

(p) any other expenditure declared by this Act or any Act of the 



178 ri>x>cia admimsthatios ln india 

Tht practice of executive iccommendalion as was seen 
abo^e preserves budgetary baUnce by preventing irrespon 
!,ible action on tbc pari of individual members vhicii v.ouId 
inly result in extravagance or wasteful expenditure Such 
a practice al o helps individual members, as otherwise they 
are sure to have i/nportu/iale demands made on them by 
their constituents If iniUalivc is granted to members of 
the legislature then Uie moat active and the most noisy and 
not the mo«t deserving will benefit b) its use 

In subniJlling die demand the minister rcvicvrs the 
work done by the departaicol during the year and states 
die policy for the current year The specdi is almost 
always pobtical, seldom financial 

TheiB is clearly no chance to go through all the 
demands as the Ume available is very limited— 'from eight 
to twelve days generally Again not more ilian two days 
may be taken up for each demand Hence the Opposition 
dioose the demands diey vtant to debate and government 
agree to have them di«cu«sed more fully than others At 
the end of the time allotted for a demand every question t» 
put to the vote and the demand disposed of On the last day 
all matters relating U> demands not yet disposed of are put 
to the vote, whether debated or not. Hence every year s 
large portion of the demands goes undiscusacd 

The Assembly may reduce or reject a demand but 
may not increase it If the legislature desires an increase 
it must pass a resoluboa recommending such action to the 
Governor or Governor General But such resolutions do 
not form part of the budget discu$»ion and procedure, and 
iherefore must be tnored on separate days allotted for the 
purpose 

Reductions m demands are made to effect economy or 
to censure the government or to elicit information on 
particular points A demand is reduced by a token cut of 
a rupee if ihe object is to censure the goreniment, and of a 
btmdred rupees if it is to discuss the demand merely, 
otherwise it is reduced to the required amount or rejert^ 
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the Appropriation Act is passed sometime in August, when 
the new financial year is well imder way. 

Supplementary and Token Demands 

If during tlie course of the year expenditure under any 
grant has exceeded tlie amount specified in the schedule, 
tlien steps are taken by the executive to secure supplemen- 
tary grants. Supplementaiy grants, the procedure for 
which is tlie same as for the annual demands, are also taken 
up during the budget session and must be passed before 
the end of the financial year. 

But a supplementary demand is sometimes moved not 
to secure an extra provision of funds for expenditure but 
to bring all items, which aie outside the scope of a demand 
or which have special importance, to tlie notice of tlie 
legislature and obtain its formal approval. In such cases 
the demand is moved for a nominal amount, say a rupee, 
in order to initiate discussion on it ; and in a separate 
statement it is shown hoiv the balance will be met. Such a 
demand is called a token demand and is a common feature 
of budgetary practice in India. 

Voting of Taxes 

Tlie finance bill is introduced after the budget speech. 
The bill has two features : it includes all the taxation 
proposals of government for the year and contains taxes, 
if any, which must be voted every yeai'. The first feature 
facilitates discussion, enables members to focus their 
attention on the financial position of the country and saves 
time as otherwise three, four or five separate bills will need 
to be introduced. The second feature forces the executive 
to summon the legislature at least once a year, as otherwise 
there will not be sufficient income to defray expendihure. 
It is also one way of symbolising tlie legislature's control 
of the purse. However, in India, only at the centre, does 
this second practice prevail, for the salt tax, postage and 
income-tax rates are voted annually. 
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This aullieimcatcd schedule is laid before bo^ 
chambers bul is not open to discussion. Subject to the 
sancUoQ of supplementary granU, this schedule prorid<^ 
the sole legal authority for expenditure from revenues, and 
hence unless an item is included m this schedule no sum 
can legally be spent on it 

In India there is no Appropriation Act as in most 
countries The authenticated schedule of authorised 
expenditure tabes the place of such an Act A poml to 
he noted is that the sdiedulc is completed and published 
before the commencement of the financial year. In England 
Provincial LesRliture to be to ch^nL— Vide S. (s) 
Expenditure charged on the central revouet it as loUour* — 

(o) Tlie salary and allo»-aneet oI the Governor General and 

expenditure relating to hit eAcc (or which provition u rejtiued 
to be made by an Order m Counal 

(6) debt charges lor wiueh the Federaucei it laUe, including I'd**?*** 
sinking fund ehargfs and redemption charges, and 
expenditure relating to the raising oi loans and the Krvtce and 
redempacn of debt 

(<) the salaries and allowances of tiunitlert of counsellors, of the 
finanoal adnter of the advocate generat of chief comnutsiontn* 
and of the tug of the hnanaal advuer, 

(d) the salaries, allowances, and pensions payable to or u> respect of 
judges of the Federal Court and the pensions payable to or »> 
mpect oi fuigai ol aaf Hieh Court 

(e) expenditure for the purpose of the discharge by the Governor 
General oi h t functions with respect to defence and eKlesiattical 
agairs his functions with respect to extercal aflairs in so ^ 
as he IS by or under this Act required in the exercise thereof 
to act in ius d screuoiw his functioos in or la relation to tnbal 
areas and his functions us rtlauoo to the adnuTustiaUon of any 
teinlory m the dircctsoo and ccotrol of which lie is t^er this 
Act required to act m his disemsoo provided lhat the sum so 
cWged in any year m respea of expewhlurc on ecclesiasucw 
affairs shall not exceed forty two laUis of rupees, exclusive ot 
pension charges 

(/) the sj^ payable to His Uajesty wider this Act out of the revenues 
of the Federation to respect of the expenses incurred tn dis- 
charging the functions of the Oown in lu relabons with ladiao 
States . 

<ff) any granU for purposes conneded noth the adimnisirauon o* 
any areas m a Province which are for the time bong excluded 

(*) any sums required to satufy any judgment, decree or award of 

suiy cDcrt or arbiusd thbwial , 


<0 any other expenditure declared by tins Act or any Act of the 
Federal Legislature to be so charged— Vide S 33 (3) 
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obtaining its advice diereon. Defence expenditure 
however is excluded. 

To scmtinise estimates in detail requires intelligence 
as well as special and technical knowledge ; and hence the 
need to have men of high calibre on tlie committee. Tlie 
Finance Committee can question the propriety of expendi- 
ture, call for explanations, and suggest economies. Like 
the Estimates Committee in England, the Finance Com- 
mittee is a purely advisory body, whose recommendations 
government may accept or reject. The final responsibility 
for all expenditure rests Avith the government. In the pro- 
vinces the Finance Committees are purely advisory and 
give their advice on such matters as the Finance Minister 
may choose to place before them. Suggestions made to 
introduce an Estimates Committee in India are discussed 
at length in chapter X. 

There is no committee of die Avhole house for supply 
and Avays and means as in the House of Commons. The 
Avhole house is presented Avith the budget and demands 
for grants. When diese demands are voted, the executive 
gets its appropriations. Tliere is also no formality of 
gathering up all the demands into an Appropriation Act 
to be considered again by the house. Ncav taxation or 
changes in taxation are embodied in the finance bill Avhich 
is introduced immediately after the budget speech in the 
lower house. 

Perhaps for simplicity and directness the procedure 
in the Indian legislatures is one of the best devised. There 
is no laborious procedure as in England, Avhere it has 
come doAvn as an interesting historical relic. As tlie 
chambers may not increase demands or taxes, they are free 
from the unseemly and corrupt practices of ‘ pork barrel ’ 
and ‘ log rolling ’ seen Avherever the legislatures have the 
power to frame, if they so desire, their oAvn estimates. 

The Public Accounts Committee is another of the 
committees of the legislature, and both in the provinces 
and at the centre has done good Avork. The constitution. 
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He fmaece 8.11 doea not .mJude U.e vtele 
a parUcular lax. That is usually sctUcd by a scp 
bill all dial the finance bill 

nles so as to balance expenditure This meUiod a^S^'^ 
sufficient elasticity to the lax sUuclurc of the country 

No\s the finance bill like all otlicr bills, 
be passed for there are Uic usual stap to be 6°"° 

But in tl e inter\al bel\>ccn the introduction and u 
of the bill, \shen changes m customs or excise uu 
proposed, live goiieminenl may «land to 1 , 

clearance of goods tl rou^ the customs or the j 

goods from bond Hence the Provisional Colic 
Taxes Aa uas pas cd m 1913 for the centre to allow me 
executive to collect taxes at tlic new prov isional 
ing the interval That u to say, die Finance Act 
be given retro peetive effect for a penod of 60 day* 
de Act IS not passed within this Umc, or is passed only 
a modified form the excess duly collected has W 
xclundcd Widi the development of indirect taxation 
the provnncea such \cb may become necessary for m®® 
Bombay already has «uch an Act The procure for 
finance bill la the same as dial for any other bill and there- 
fore need not be described here 


LeCLSIATIVE OlMMITTEES 

It 13 usual for the legislature to examine the calimates 
first through one of its committees In India, hovrever, 
the legislative committee system u not develop^, 
as budgetary procedure is concerned There is no E^u 
males Committee as m England or an Appropriations 
Committee as in the USA. At the centre in India there 
IS a Standing finance Committee of the central legislature 
which exists for the purpose of examimng new items and 
demands for supplementary grants and for scruliniaing 
details of various estimates whidi are placed before the 
Assembly for their vole Ordinarily, however the Finance 
Member refers to the committee any new proposals for 
non voted civil expenditure as well with the object of 
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THE BUDGET IN EXECUTION 

When the legislature has voted tlie demands for grants, 
and tlie Governor General or die Governor has included 
them togedier with appropriations for expenditure charged 
on die revenues in a schedule of audienticated expenditure, 
and further when the legislature has sanctioned the neces- 
sary Finance Act, then the executive has die field clear to 
commence its operations from the start of the new financial 
year. In India both revenue and expenditure are very 
advantageously considered together, and measures 
pertaining to both authorised before being carried out- 

The operations of die executive will be considered 
under tivo main heads — collection of revenue and expen- 
diture ; and then by way of conclusion the balancing of the 
two at the end of the financial year, to find out if the 
budgetary balance has been successfully maintained. 

For die manifold tasics the executive has to perform 
in connection ivith die budget it is assisted by a large adminis- 
trative organisation which is highly centralised. The final 
authority in all financial matters is die executive ; but it is 
the special function of the Finance Department to look after 
expenditure and revenue generally, and all the financial 
work of the government. Such centralisation, we have seen 
in a previous chapter, is a significant factor for the exercise 
of financial control. 


A. Collection o£ Revenue 

Money has to be got in before it is spent. Hence the 
importance of an efficient collection of revenue. Though 
an unpleasant task it is essential, and therefore must be 
carried out with much tact and adroitness. Therefore also, 
the administrative machinery must be adequate for the 
purpose and function on a sound system. The recent changes 
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aad ivincUons of this commiUce are dealt %Mth in chapter X. 

Ihe part plajed hf (he legislature la financial cantrol 
and in promoting public economy is considered at length 
m chapter X Hence all criUcism on the discussion and 
loUng of the budget has been left over to be dealt vfitii in 
that chapter 
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lor tlie tasks imposed on it. It deals with customs, central 
e xcise^, salt and income-tax and for specific problems may 
have advisers to assist it, e.g. the Income-Tax Advisers’ 
Department, which was specially constituted to deal with 
problems arising from the recent amendments to tlie Income- 
Tax Act. The Board acts in a tivo-fold capacity : it is the 
chief revenue authority of the Government of India, it is 
also an appellate tribunal in revenue matters. Tlie Board 
ivas constituted to centralise tlie administration of the 
various revenue departments of the government, to effect 
economy, and most of all to enable the Finance Department 
to be in close touch witli the collection of revenue, the fluc- 
tuations in receipts and their causes, and the probable trends 
of revenue. The Chancellor of the Exchequer in England 
has easy access to financial infonnation, because he is in 
close touch with the chairmen of tlie Boards of Inland Reve- 
nue and of Customs and Excise. This contact gives him 
the opportunity to k^o^v the defects in revenue laws or in 
the administration of tlie revenue departments and to exercise 
his authority directly, promptly and effectively. In such 
a large country as India there is even more need for a central 
organisation which will furnish such information to the 
Finance Member. The Central Board of Revenue satisfies 
this need. 

However the Board does not directly collect the revenue ; 
that is left to separate organisations. It sometimes happens 
that the same organisation may coUect two or more taxes, 
e.g. there is one Collector of Excise and Salt for N. W. India. 
Such an arrangement promotes economy. We shall now 
liriefly describe the organisation and methods for the 
collection of revenue. 


Customs 

A very large part of our revenue is derived from 
customs duties. Till tlie adoption of the policy of discri- 
minating protection, customs duties in India were for revenue 
purposes only. Tlie duties were, tlierefore, low. Now with 
the introduction of a protective tariff, the coUection of 
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m the Income Tax Department hate sliovm tliat efficient 
adminislration means more tevmuc 

Money colicclej goes imo the public iccoxint? not eicn 
expends of die department concerned being taken in reduc- 
tion of It, as all estimates m India are Ero^ estimates 
Reiicnue is ‘^cnl to the treasury or die Bank^ as soon a* 
pos ilile after colleclion, and Uieii brought into die treasury 
accounts 

CoUccUon ts in moat countries entrusted to the Finance 
Department on die principle that die agency which knows 
die (liihmllies oi gadicnng in rcicnuc 15 best dltcJ to cnforM 
economy in die odicr departments In India, it was pointed 
out in chapter IV, die system at die centre differs from diat 
m die provinces At die centre the different revenue col- 
lecting agencies ate closely a>'oaatcd wilii the finance 
Department and under its direct supervision In U»e pro* 
vini^a separate Revenue DepartnicnU are entrusted with the 
revenue functions There ts no doubt some control is 
exercised by die Finance Departinenl particularly where 
i]uesUons of rclmquidnng revenue arc concerned « but the 
Revenue Department is not directly subordinate to the 
finance Department « 

Tlie collection of revenue at the centre is die function^ 
of die Central Bovrd of Revenue, juat as in England ihcrcj 
IS the Board of Inland Revenue tor direct taxes and dim 
B oard _ o f Xustoms-vand The Central Board ot 

Revenue forms part of the Finance Department and the 
two members of the Board enjoy die status of Joint Secre- 
tarite to Government We might consider the Board as a 
suL-division of die Finance Department entrusted with the 
‘ask of supervising and settling all problems connected with 
the collection of revenue 

Central Board op Revenue 
The Board consists of two members, a Secretary and 
an AssisUnt Secretary, and has a large and qualified staff 
1 \}dc Ch. IX, CfniToJ Pruttifit* iletkedt 0/ AceoutUt 
2. » e T!i« Reswe BwW of India or n* agent. The Imperial Banlf ol 
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for the tasks imposed on it. It deals with customs, central 
e xcise,, salt and income-tax and for specific proBlems" may 
have advisers to assist it, e.g. the Income-Tax Advisers’ 
Department, which was specially constituted to deal with 
problems arising from the recent amendments to the Income- 
Tax Act. The Board acts in a two-fold capacity : it is the 
chief revenue authority of the Government of India, it is 
also an appellate tribunal in revenue matters. The Board 
was constituted to centralise the administration of the 
various revenue departments of the government, to effect 
econom)’’, and most of all to enable tlie Finance Department 
to be in close touch ivitli the collection of revenue, tlie fluc- 
tuations in receipts and their causes, and the probable trends 
of revenue. Tlie Chancellor of the Exchequer in England 
has easy access to financial infomiation, because he is in 
close touch with the chairmen of the Boards of Inland Reve- 
nue and of Customs and Excise. Tliis contact gives him 
the opportunity to know the defects in revenue laws or in 
the administration of tlie revenue departments and to exercise 
his authority directly, promptly and effectively. In such 
a large country as India there is even more need for a central 
organisation which will furnish such information to the 
Finance Member. The Central Board of Revenue satisfies 
this need. 

However the Board does not directly collect the revenue ; 
that is left to separate organisations. It sometimes happens 
that the same organisation may collect two or more taxes, 
e.g. tliere is one Collector of Excise and Salt for N. W. India. 
Such an arrangement promotes economy. We shall now 
briefly describe the organisation and methods for the 
collection of revenue. 


Customs 

A very large part of our revenue is derived from 
customs duties. Till the adoption of the policy of discri- 
minating protection, customs duties in India were for revenue 
purposes only. The duties were, tlierefore, low. Now witli 
the introduction of a protective tariff, tlie coUection of 
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customs duUes has become more intricate and difScult, and 
preventive voik has aUo inci«a»cd 

There are customs duties for goods brought both by sea 
and by land So there are two Acts governing the imposition 
o£ customs duties, viz, the Sea Customs Act and the Land 
Customs Art. There are cu toms houses at sea porta, and 
at the frontiers between British India and the Indian Stat« 
that have direct access to the sea and between British and 
foreign territories, whether of the French or Portuguese 
Hence we have the \iramgam customs cordon to prevent 
smuggling from the Kathiawar States and a customs barrier 
at Castle Rock to prevent «tnuggling from Goa Other land 
customs houses are not very important. ^ 

The largest customs organisations are at Bombay and 
Calcutta At Uie head of the Bombay Customs Department 
IS the Collector of Customs who is directly responsible to 
the Central Board of Revenue. He has a number of 
Assistant Collectors to assist him in Use ddfereDt branches 
of work Under the Assistant Coi!eclor» come the Appraisers 
and Preventive Officers The examination of goods i* 
earned out by the examiners and inspectors The preveo 
tive guff IS engaged m tbe prevenuon of smuggling , it ha» 
no concern with valuation or asacssmenl or collection B 
18 the Appraiser who values the goods and a&sesscs the rale 
that IS to be applied The collection is made by the Col 
lector 8 Cash Department Unless the importer (in the ca^e 
of jute the exporter) pays the charge that is raised against 
him he 18 not allowed to take away Ute goods Tlie importer 
^wevet, may not choose to lake away the goods immediately 
The customs authorities provide warehouses for storing these 
goods and Ute duties are payable before delivery of the 
goods IS taken 

Tariff schedules are now very detailed and so tramed 
men are required as Appraisers Tlie importer may appeal 
against the valuaUon arrived at by the Appraiser to the 
Assistant CoUertor and then the Collector If he stiU feels 
aggrieved at the decision of the custom^ auUiorilies he 
the right to appeal to the Central Board of Revenue whose 
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decision is final. Courts of law will inquire into cases only 
where a point of law is involved. 

Income-Tax 

Tlie next most important source of revenue is the 
income-tax in which is included corporation tax, super tax 
and excess profits duty. The income-tax was put on a per- 
manent basis by the Income-Tax Act of 1922 ; recently it 
was modified e.xlensiveiy*'t(r*put iKe administration on a 
better footing. Tlie Centi'al Board of Revenue is the 
authority empowered to frame rules under that Act. Its 
task is, therefore, purely administrative without at all being 
judicial. It is the highest authority in the administrative 
hierarchy and puts its advice at ^e disposal of the other 
officers connected widi tlie assessment and collection of the 
tax. There is now an Income-Tax Advisers’. Department 
to deal Avith and advise the Central Board of Revenue on 
all matters pertaining to income-tax. The whole of India, 
for income-tax purposes, is divided into circles, each of them 
beui^ ih charge of a Commissioner. The Central Govern- 
menCmay appoint a special Commissioner to deal with 
specific cases or a special type of cases, to the exclusion of 
the Commissioner of the circle. 

Next after the Commissioner come Appellate Assistant 
Commissioners and Inspecting Assistant Commissioners, the 
former under tlie direct control of the Central Board of 
Revenue and the latter imder the Commissioner. Neither 
the Commissioner nor tlie Board may interfere with the 
decisions of the Assistant Appellate Commissioners, Avho arr 
thus independent of the purely administrative side of th< 
department Inspecting Assistant Commissioners are res 
ponsible for supervising the ivork of the Income-Tax Officers 
who are the officers recognised by the Act for the purposes 
of assessment 

A general notice in the press is given to all tax-payers 
at the commencement of the financial year to submit their 
returns of income. Though no special notice is required 
to be given, yet all those assessees who are already on the 
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office registers still get an individual notice After the return 
has been submitted the Income Tax Officer in due course mUs 
tiie assessee for an interview at wbicli he I3 expected to 
produce documents to support the statements made m his 
return Wlien hearing w over— it may someumes 
more than one interview — the assc&sment is made H the 
asacssee agrees with it, he has only to pay up the charge 
raised against lum and the matter is over If tlie assesse® 

IS not satisfied he may appeal within 30 days of tlie notice 
of demand to llie Appellate Assistant Conunissioner , if even 
this assesament does not meet widi his approval, he ms) 
appeal to the Appellate Tnhunal Reference to a high court 
Is permitted only on a pouit of lavi, not of fact 

The AppellatCu Tribunal consists of an equal numher 
of judges and accountants It hears and deteimmes all 
appeals from the decisions of the Appellate Assistant Com 
xnissioners The Commissioner is novi purely an adminiS' 
tialive officer and it is expected that mcome-t^ adnunistra 
li n will profit by this modification One important point 
ought to be borne in mind The Commissioner may compel 
an Income Tax Officer to appeal against the App^ate 
Assistant Commissioner to (he Appellate Tribunal Tbia 
arrangement, it is hoped, will serve to improve the iropat 
lialily of the judgments of (he Appellate Assistant Coromia 
Bioners The Commissioner may also revise the assessment 
by the Income Tax Officer m favour of the assessee 

Willi regard to certain forms of income, the Act provides 
for deduction of income tax at the source , e g salaries, 
interest payments, dividends, etc In certam cases the highest 
rate is appbed, and so persons whose income is such that a 
lower rale only is applicable, may apply for refund Refunds 
are usually settled when (he Inoome Tax Officer values the 
income and delermines the rate applicable to the asses&ee 

/ The staff of the Income Tax Officer consists of 
N- examiners, accountants, inspectors and clerical assistants 
TTie examiners are entrusted with the task of going into the 
accounts of assessees and repotUng thereon, and die inspectors 
with delecting diose who attempt to evade the paj-ment of 
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income-tax, eitlier altogether or in part. The accountants 
keep tlie accounts of the office and tlie clerks perform general 
duties. It is obvious tliat even clerical assistants ought to 
be qualified persons, at least witli a sufficient working know- 
ledge of accounts and book-keeping. 

Income-Tax Officers are appointed by the Commissioner. 
In Bombay tlie municipal divisions of the city into wards 
are folloived in distributing ivork to tlie Income-Tax Officers. 
In some ^vards where tlie number of assessees or the nature 
of work demands, two or more Income-Tax or Assistant 
Income-Tax Officers may be appointed. 

The Income-Tax Act determines tlie powers of the 
income-tax organisation and gives die general outlines 
regarding collection, assessment, appeals, penalties for 
infringements of die Act, refimds, etc. But die rates are 
sanctioned annually by the Finance Act of the legislature, 
and die amount of tax due is calculated not on current 
income, but on actual income during the year just completed. 

The Central Board of Revenue supervises the work of 
die Commissioners wliedier of circles or on special work. 
The Financial Secretary is kept in close touch ^vith revenue 
collections through the two members of the Central Board 
of Revenue. This Board examines the ivorking of the Act, 
corrects flaws as diey are detected, frames niles and regula- 
tions according to the powers given by the Income-Tax Act 
and proposes amendments to it as need arises. 

Administration is an important aspect of taxation. Sir 
James Grigg, die Finance Member who piloted the amend- 
ments to the Income-Tax Act dirough the Assembly, said that 
he expected an improvement in the revenue to the tune of two 
crores per annum owing to administrative changes only. 
The amended Act of 1938 is expected to reduce evasions in 
a number of ways, 

Kxcise and Salt 

Here again the highest administrative authority is the 
Central Board of Revenue. Often die collection of salt 
and central excise is vested in the same agency. There are 
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cbtef agencies tliroughoul India : (») 'Hie Collector of 
Salt and Excise, North Western India, (w) “nic Collector ot 
Salt and Excise, North Eastern Indu, (i») The Bombay salt 
Department, (iv) Tlie Madras Sail Department* and (v) 
The Supexinlendcnt ol Sail Revenue, Sind. 

As in the Customs Depaiimenl, eacli Collector has his 
Assistant Collectors, under Vrbom come the assessors and 
inspators Bolli the lax on salt and excise arc collected 
at the source. Before tlie vah leaves the pans or the match* 
boxes the factory, tlie duty has to l>e paid As government 
manufacturea most of the ijli itself, and further as salt 
manufacture m private ownership is concentrated in a few 
hands, there is not much difficulty in collecting the duties. 
For excise, loo, the collection is not very difficult specially 
as almost all the production of excisable articles is m lar^ 
factories. An easy check on the payment of duty is through 
the use of banderoles Manufacturers purdiasc these 
banderoles and seal each match box, for instance* vrith one 
cuch banderole The diief task m the administxauon of 
salt and exa<c duties is that of prevention. 

As (S to be expected government makes use os far as 
possible of the existing tax collecting agencies whencTer »t 
iinpo«es a fresh lax. For example, the new Excess Profits 
Duty 18 adrainislered by the Income Tax Department, for it 
can mo't economically do so There arc some taxes and 
OuUes which are imposed not so much for their revenue 
Ridding propterlies, but to discourage or control the use of 
.a particular article, e g licence fees collected under the Anas 
lacence Act, which is administered by the Provincial Gov* 
emments on hehaU of the Ceotml Goveniment. 

Tue Revxnue Department 

Collection of revenue m the provincea 19 the task of the 
Rermae Department over whidi the Finance Department 
has limited control, being mainly m connection -with changes 
in rates or remissions of revenue. Throu^ periodical 
reports, however, this dcpartneni is kept informed of the 
progress of revenue coUectioa. 
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ba«eti on rents actually paid or for wlijcji lands arc li^ly 
to be let, i! the ovsncrs culuvale the lands themscKcs 

In Bombay land re%ewic w determined not as a gtandard 
proportion of Uie net produce of land but onl) on general 
con iderations Tlie rla «:ificaUon of fields of 1868 is 'till 
in use toda> , even tliougli bopcle^slj out of date TJie villages 
are grouped into homogeneous circles and the Collector or 
Mamlatdar determines Uie total demand for llie group b> 
reference to the revenue hi*torj of the tract in rpie^tion or to 
vhat tlic group ought to pay on the basis of general con- 
siderations * Xllien the amount is determined for tlie group. 
It is then di^tnbuted oier the indiiidual nllages «hidi fonn 
the group Tlius it is that the Bomba) «)slem is i*orkcd 
from ag^egaie to detail In di«lribuHng Uie tax burden a 
maximnia rate is fiaed for first class land and other lands 
pay according to the different values in Oie “csle 


In the Central Provinces on the other hand, the system 
MorVa from detail to aggregate Tlie Collector preparw « 
forecast of probable income from the tract on the ba«u of 
outturn prices land values and rental history Thw fore- 
cast 18 merel) for general guidance , for the settlement ofiicer 
is required to pay great attention to the rent paying capacity 
of each cuitiTaior Soils are classified according to 'wbat 
are termed soil units This method i» more objective and 
has, «o It IS claimed eon iderable accuracy for practical 
comparauve purposes After Uiis a standard rate for the 
group 18 fixed then a village rate for every village and still 
more a different rate for eirry mdividual in the village 


The Collector o! the di'lrict hears revenue appeals 
against Ae deci ions of the Mamlatdars A fuitlier appeal 
lies to the Commissioner o! a division There has been an 
oft repeated suggesUon of conslituUng a Revenue Board for 
every province m place of the present Commus^ioners of 

* t}» pwiJ state of rtownom- 

untwists to ttansjt. the «nc«a etasse* of cuJutaiKSV 
regard to canes, general property 
aiD^ of agncoln^al st^ health, e<iu«tK.rv tuu-iuo of Und 

srSd"5^,is StSr* “■ 
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divisions. In Madras the commissionerships of divisions 
have been abolished and instead a Board of Revenue has 
been established. It is desirable tliat tlie Finance Department 
should exercise control over tJie collection of rev^enue. The 
system of making use of a Board of Revenue within tlie 
Finance Department is a device that still remains to be 
introduced. 

Excise 

Tliough excise in Bombay is controlled by the Revenue 
Department tliere is a special organisation for tlie purpose. 
Liquor is distilled at government distilleries and, tlierefore, 
most of the work is of a preventive kind. Liquor shops can 
be opened only witli a licence. At the head of die administra- 
tion is die Commissioner of Excise. Tlie accounts of die 
department are kept by a Chief Accounts Officer. The dis- 
trict adminisU-ation is also entrusted w'ith collection and 
preventive duties. Tliere has obviously to be a large 
inspection and preventive staff. Widi the introduction of 
‘ prohibition ’ "while die revenue from excise has fallen, die 
expenditure on preventive staff has ver)' considerably 
increased. Part of die preventive work is done by die police. 

Other Taxes and Duties 

In Bombay diere is die Superintendent of Stamps in 
charge of the General Stamp Office, located in the Toivn 
Hall. In the chief cities there are stamp offices. In the dis- 
tricts die treasuries are entrusted with this task also. Judi- 
cial stamps are available from die stamp offices attached to 
the different courts. 

The Motor Vehicles Taxation Acts are administered by 
the police who are imder the Home Department. The Com- 
missioner of Police is entrusted "with die granting of driving 
licences and kindred matters, and so it is best that revenue 
from taxation on motor vehicles should be in his hands also. 
In Bombay, the municipal administration assists die Motor 
Vehicles Department at Police Headquarters. 

The electricity duty was- introduced in Bombay in 1932 
and increased recently to make up for revenue lost under 
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exci'c ow ing lo Oie mlroducboti of ptohibsUon The tax n 
coUecied by the cotnpaniea that supply clcctncitfi when ibef 
collett bills from ihetr customers So expenses jn cojmec- 
tion «iih the collection of ihu tax are neglipble In Bombay, 
the Bombay Elrcinc Supply and Traniways Company collects 
the duty for goi cmment Bv far the largest amount collected 
13 m the city and suburbs of Bombay 

The urban immovable property lax was introduced very 
recently lo CQ\er up the deficiencies in excise rcrcnuc The 
tax only applies to properties in the cities of Bombay and 
jMimedabad No special collection agency has been started, 
as the municipalities in tliesc tuo cities arc reijuired lo colIe<t 
it along «tth their ovn property taxes 

The U r Government had unpo<ed an employment tax, 
vhich like the urban imrooxable property tax was challenged 
m the courts The tax has now licen dropped The sales 
tax has been introduced m Bengal and Madns It was to 
be jatroduced m Bombay, bui was giren op e^nng to 
difficulties that iscre being encountered Tbe enlertainment 
tax IS collected at the time that entrance tickets for «how» 
or performances are «oW 


R|3X>RTS 

Every revenue agency keeps its detailed accounts and 
a close watch over actuals, and at the end of every month 
^hraits figures, showing the prDgre«s of rcTcnue, to the 
Finance DepiartmenL At regular intervals (after four, seven 
and nine nwnlhs) reports arc «ent to the -ame department, 
explammg the causes of all vamlions and giving revised 
i^ates for the year on the basis of the actual figures of 
the months and of any inlonnaUon or event that is likely 
to aspect Inc future 


B. Expoidinue 

If the Finance Department exercises only supemsioo, 
direct at the centre and mdurm ja the provinces, over ibe 
coUecUon of revenue, over expenditure it exercises rigid 
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controL By such a control over all operations — the distri- 
bution of grants, tlie making of pajanents, the watching of 
the progress of tlie budget and the final balancing of revenue 
and expenditure — tlie Finance Department exercises also a 
continuous check. It is tlie Finance Department tliat com- 
municates grants to the different departments and allows 
tliem to draw upon tlie public account. It is tlie Finance 
Department tliat keeps ivalch over expenditure, even though 
the department concerned is primarily responsible for 
watching the progress of its o^ra actuals and for bringing 
to tlie notice of tlie Finance Department either a marked 
variation in tlie rate of expenditure or a likely saving or 
excess at tlie end of tlie year. In particular if the grant 
by the legislature is likely to be exceeded, tlie department 
concerned must take steps to obtain supplementary grants 
before the end of tlie financial year, or tlie Auditor General 
ivill treat excesses as serious faults of the administrative 
agency concenied, as transgressions of the declared 'will of 
tlie legislature. 

Distribution of Gr.4nts 

The hierarchy of control in India consists of tlie dis- 
bursing officers, tlie controlling autliorities, tlie departmental 
heads, tlie Finance Department and tlie Auditor General. 
Copies of the civil budget estimates are distributed to the 
different departments and officers who thus know ivhat pro- 
vision has been made for different items in the final esti- 
mates. If the demands for grants are reduced by tlie legis- 
lature, tlien the Secretary of the Legislative Assembly 
informs die administrative and finance departments and die 
Auditor General, in the provinces die Accountant General, 
of die reductions diat have been made. The Finance Depart- 
ment distributes die grants and appropriations, after they 
have been finally audiorised by die authenticated scliedule 
of expenditure, to die administrative departments and to 
die controlling audiorities, who in dieir turn distribute them 
to the different disbursing officers according to the primary 
rmits of appropriation. Hie task of distribution becomes 
onerous when the government or die legislature make lump 
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stim reiluclioK, jpcnallr '•to ihe-e icauctioiw relate lo 
.terns cmenng man) d.stncta and a large number ol sub- 
1 eads for the district. When a lump cut cannot be d'Sin 
buted b> primary units, tbc admini«lrati>e dfpartmmt 
informs each controlling officer of the lump ctit that teas 
been made under each major bead 

Appropriations hy the legislature are made 
grants and eacli grant co>ers usually one major head inis 
major head is diiided’ into minor beads and suli-beads ana 
these m turn into primary units or detailed heads In “omfi 
cases, however, minor heads ate straightway dividra m® 
detailed beads A whole list of major, minor and detailed 
heads^ is published by the Auditor General ^ No chan^ 
may made in the«c heads unless the sanction of the 
Finance Department has been obtained, and liolh the Auditor 
General and the legislature are informed about iL This 
rule 13 essential lo maintain unifonnity in accounts and 
enable easy compari-on with die pa«L 

Tlie controlling audionties and the disbursing oincers 
m^y dislrihute the whole or part of the grants received tu 
their subordinates according to detailed heads or to specific 
items or groups of items Such distribution is, however, 
not officially recognited Both controlling and disbursmg 
ofEcers have the responsibility to see that the total expendi 
tuTc under a detailed head does not exceed die grant given 
under that head , and if it docs exceed, that the formal sane 
lion of re appropnation from die proper authorities is 
obtained 

1 * S lj« major head Land ttoxnoe » divxled «nlo the mnor head* . 
^ Charjfes of AdimnirtTai oc*. B Surrey Seltlement and Record 
Opetalions C LaM Retords D A«ss:nmeni» and Cocnnensatioiw. 

. in tngUnd, F Ij»» «• Gam by Exchange The onoof 

t '* d<r,4ed in Inrn into Ihc following wh- 

tP ‘ ^^T^onVendence C a C ty Land Records C-3 Alienation 
Utl ce roona, L 4 Dislncl Charges etc. and each of these sub-bean* 
IS dinded into pnmatT imrts. eg, ondcr Cl Supenniendence there 
are C 1(1) Par erf OfTcers. C l(a) Pay ot LsUbl shrrent. C-i(3> 
Allc^feN Honorana. etc C i (4) Contingencies, \^<^e Apr«»div 

2 Vide Appendix W 

3 For the accounts system on wlutdi the budget is based and the wee 
nhidi the And tor General has m determining that system nde Ch- 
IX Tne Aui[ lor Cfncrgl «nd Atfounit sqn 
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• ;•'" Payments 

Receipts and payments are effected through a treasury 
or, tlie Reserve Bank. Tlie procedure for paying or receiv- 
ing' moneys is given in a subsequent chapter.^ What has 
to be noted here is tliat as grants and appropriations are 
for a year only and the accoimts are on a strictly cash basis, 
unspent balances lapse and expenditure delayed to the next 
financial year must be re-budgeted for, unless provision 
against lapses has been authorised by the government con- 
cemed.2 Further want of provision in the estimates does 
not operate to prevent paj^ent of sums due by government 
nor want of sanction to prevent record of any actual pay- 
ment. It is obvious that economy is not promoted by 
merely postponing expenditure. 

To promote economy in government cash balances, 
executive officers are required not to withdraw money from 
tlie treasufjr or' the Bank unless required for immediate pay- 
ment.'' ';.Tliis helps the ways and means position of the gov- 
erament' ahd' prevents wiUidrawals of moneys to avoid the 
lapse ‘of appropriations. 

, '-,.^0 .department is anxious to surrender a part of its 
appropriation. There is a sense of loyalty to the depart- 
ment,' a feeling even of loss %vitli regard to the particular 
service if savings are given up. Hence the usual rush for 
payments during the month of March, especially the last 
tliree or four days. 

Every spending authority before making any payment 
has to see tliat tliree conditions are fulfilled : first, tliat the 
sanction of a competent authority has been obtained ; 
secondly, that funds to cover the charge during the year 
have been duly provided for ; thirdly, tliat no breach of 
universally recognised standards of financial propriety^ is 

Vide CIi. IX, Gotvnitiicnf Treasuries and iiieir Working. 

Allowed only for irripition and other larfje Public Works schemes. 

. Vide Ch. IX, Audit of Expenditure. It is noteworthy that these 
standards of financial propriety were, according to the scheme of the 
Act of toip. explicitly mentioned as canons of financial propriety 
in the Auditor General's Rules and in the Account and Audit Codes 
ba'sed on them. Now the standards are implied in the Audit and 
Accounts Order, para 13(1). 
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zBTolved are the three gcnefa^ principles or reguU- 

lions that goiem every pa)TncnL The standards of finan- 
cial propriety aim at maintaining a high standard of condort 
in go\eminent administration, at promoting economy, and 
ihrou^ audit examination even at improving general 
administration 

For all expenditure, •sanction, lioth administratis e and 
financial, is very important iSo payment can be made if 
eidier sanction is missing Any officer who spends govern- 
ment moneys without proper sanction is personally liable 
for the moneys disbursed Orders conveying sanctions 
expenditure have to be cormnumcated to Uie proper audit 
amhonlies Further, unless these orders are by authonties 
possessing delegated power or by the administrative depart- 
ments m matters where tlie consent of the Finance Depart 
ment is presumed, they have to be conveyed under the 
endorsement of the Finance Department, which determwe# 
the financial povsers of the various authorities The*®’ 
powers are published in the Book of Finaneuil Pov.'trs 

Re appropriation 

Variations from the estimates there are bound to be 
and re appropriations are the means by which *uch varia- 
tions may be met, Becau«e of re-approprialions the budget 
gets a much needed elasticity The legislature votes grants^ 
by major heads and the«c may not be exceeded without its 
s,anction But witlim a major head transfers for good 
reasons may be made , thou^ all such re-appropnations 
must be sanctioned before the financial year to which they 
refer has expired All re appropriations are subject to 
Uie sanction of the Finance Department which has the power 
to authorise a re appropriation from one major, minor or 
subordinate head lo another wuhw the same grant in the 
authenticated schedule Tlie adminislraUve departments 
may sanction re appropriations Itetween heads subordinate 
lo a minor head, provided they do not mvolrp undertaking 
a recurring liability Orders sancUomng such a re appro 
priatJon roust be communicated, as soon as they are passed, 
tc live. rvaaTC* DepwtmesA. and \o liie audit authorities 
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Controlling and disbursing autliorities also have certain 
powers of re-appropriation from one primary unit to another. 

All tliese powers of re-appropriation whedier of the 
Finance Department or any otlier sanctioning authority are 
subject to tliis limitation, lliat no re-approprialion can be 
made, wiliiout the specific sanction of the legislature, to 
restore or increase expenditure on an item the provision for 
which ivas specifically omitted or reduced by the vote of 
tlie legislature. This prevents Uie executive from overriding 
the iv’ishes of tlie legislature. 

In general, no executive authority may meet by re- 
approprialion tliat which it is not empowered to meet by 
appropriation. Hoivever, re-appropriations •within the same 
sub-head from one primary unit to anotlier are always 
alloived. 

Again as regards charged and voted expenditure no 
appropriation is allowable from one to the otlier, nor can 
a re-appropriation be sanctioned from or to sums included 
by tlie Governor General or Go-vemor for the specific dis- 
charge of any of Uieir special responsibilities. 

During the year fresh needs may turn up. In regard 
to these tlie executive follows the principle that expenditure 
not budgeted for but \sdiich may be postponed should not 
be incurred. How'ever, if tlie need is so urgent that it may 
not be postponed and funds are not available by re-appro- 
priation, an application must be made for provision of 
additional funds. Tlie application must state tlie reasons 
why immediate expenditure is considered so indispensable, 
how it is proposed to meet such exyienditure and why it could 
not be foreseen when the estimates w'ere prepared. It is 
the responsibility of the controlling officer to see that dis- 
bursements are reasonably anticipated ; on him the Finance 
Department depends for smooth financial i;vorking. 

Watching of Actuals 

While tlie budget is being executed, there is need of 
constant supervision over tlie progress of actual receipts 
and payments. There is no other way of seeing that the 
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original plan is aillietcd to Departmental re-ponsibility and 
watching o£ actuals are the two means o£ securing con inuou 
financial control The latter enables executive authorities 
to *ee whetlier ilie rale o! expenditure or income ** 
tamed according to anticipations , the former makes depart 
mental heads re ponsihle for seeing dial expenditure ” 
within funds and further if it is likcl) to exceed the 
grants, for taking steps to «eciire rc appropriations or sup- 
plementary grants Tlie executive officer for lliat purpo*® 

IS usually tl e departmental head in a few cases a special 
Finance Officer * Tlie local Accountant General in die 
vmces and tlie Accountant General, Central Revenues at the 
centre come in as expert advi«er3 on facia connected vfith 
the accounts as ascertained from lime to time 

The controlling authorities are responsible for tl^ 
important function of keeping constant and intelligent watwi 
over tlie progress and lie rale of progress of expenditure* 
so that liUly cxce<sea are provided for in time and saving* 
promptly surrendered to government The Accountant 
General ol«o watches expenditure but under primary unit* 
(detailed heads) only Hie responsibility for watching th« 
progress o! expenditure under ^e different heads sulwrdi 
nate to eadi primary unit and of keeping within a grant 
r<sts however, entirely witli the controlling aullionty and 
Hot ll e Accountant General 

The controlling authority for this purpose either dis 
tributes his grants in detail to the various disbursing officers 
giving complete account classifications for each class of 
expenditure or he may retain the funds wholly or partly 
under his own direct control To help him m this financial 
control he lias certain powers of re appropnaUon 

By the tenth of every month he gels from the disbursing 
cfficers a statement of expoiditure for the month that is just 
completed together with the progressive totals to date He 
con«olidales tlie different statements and so gels an idea 
of the total expenditure to date against each detailed head 
of appropriation for whidi he » responsible For efficient 

1 For the Defence Serr ce» Railkays and PosU and TeJegrapla. 
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control information has to be obtained as early as possible. 
These statements give him detailed information of his 
financial position, though not so promptly or accurately as 
iv'ould he possible if tlie departments kept dieir own accounts, 
and keep him in touch widi his commitments. The con- 
trolling authority’s accounts are a little later^ reconciled 
with tlie accounts kept by the Accountant General to elimi- 
nate discrepancies tliat might defeat control. 

By watching actuals the controlling authority is able 
to discern if savings or excesses are likely. Surrenders of 
savings are required to he intimated as promptly as possible 
but not before 15th July. The last date for such surrenders 
is 15th February ; after tliat date only substantial sums are 
surrendered by the administrative departments mth the 
sanction of tlie Finance Department. If excesses are anti- 
cipated re-appropriations and supplementary grants must 
be arranged for. 

The Finance Department, of course, keeps watch over 
the trend of revenue and expenditure. But the primary 
responsibility for conti-ol of expenditure rests with the con- 
trolling autliority. The Accountant General, as was said 
above, also watches actuals, though only from tlie appro- 
priation audit point of view, and brings to the notice of die 
Finance Department any special features diat call for 
attention. 


Periodical Reports 

Three-Monthly Reports. To detect divergencies from 
die original plan of estimates die Finance Department 
requires all departments to submit a three- (sometimes 
four-) monthly report or estimate. Tliis estimate is based 
on three or four months’ actuals of the current year and 
anticipated income or expenditure for die remaining nine 
or eight mondis of the year. Tliree months are not too long 
to get at the results of the working of the budget ; yet aU 

1. One of the disadvantages of the departments not keeping 

accounts i*? that actuals for' a month are not received filter the 
third week of the following month — a factor which certainly militates 
against prompt and efficient control. 
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conspicuous trends will make themselves noticeable. &cn 
if no steps need be taken to remedy matters, evCT it only a 
few changes are necessary, it BliH keeps the administrative 
auilionties concerned and the Finance Department on their 
guard. In tunes of economic depression or war or some 
great catastrophe, it enables errors to be detected an 
corrected in good time, so that the damage to die financial 
or commercial structure of tlie country is negligible. 

Six-ilfonthly Reports. A similar report or estimate U 
made on Uie basis of six (fometimes seven) months* achials. 
Tliis estimate is a sure pointer lo the finance and adminis- 
trative departments. It fumiohes information whetlier sup- 
plementary grants or re-appropriations will be necessary. At 
about thi« lime tlie rcienue position is al*o fairly clear and 
the need lor increase of taxation, if any, will be evident. 

Jlct’ised Estimates. Tlie last of such reports is basrf 
on eight montlis’ actuals (for revenue ten montlis) and U 
called lie Revbed Estimate By this time tlie government 
is fully aware of what tlie final result is likely lo be. Th>^ 
b also tie time vvhen savings are surrendered, re-appropria* 
lions effected and supplementary grants obtained from the 
legislature. 

These reports enable the Finance Department to follow 
the progresb both of expenditure and revenue, and thus main- 
tain budgetary ecpiilibrium at all times. 

C. Annual BaUodng ol Income and Expenditore 

Jh* accounts of the financial year, as tlicy are main- 
tained on a cash basis, are clo«ed promptly at the end of 
business hours on 31st March, -niis statement needs some 
qualification. The accounts are closed so far as any new 
transactions are concerned, hut they are kept open for some 
time longer in order tliat cash receipts and payments effected 
during tlie year may be induded in die accounts of that year. 
For example, cheques issued during ihe last days of March 
may not be cashed for sraoe days to come. As a matter of 
fact during diose days there is usually a rush of payments. 
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for no department wants to surrender its appropriations. 
Time is given for all these transactions to be completed. An 
opportimity is afforded for adjustments and corrections in 
the accounts of the year to be carried out. Consequently 
there are three accounts for tlie month of March, March 
Preliminary about the middle of April, March Final, by 
the middle of June, and lastly March Supplementary a month 
later. 

As transactions are completed by the executive, they 
are taken up by the Auditor General for audit scrutiny. 
And he, therefore, forms one more agent for control over 
tlie execution of the budget. Audit is continuous ; and as 
the audit authorities are also, except in a few departments, 
the accounting authorities, they are able to render substan- 
tial help to the Finance Department. The Auditor General 
or the Accoimtant General also prepares reports on the 
accounts he audits. Audit is dealt with more fully in 
chapter IX. 

The Public Accounts Committee then takes up the 
accounts and reports prepared by the Auditor General, scru- 
tinises them carefully, examines heads of departments, and 
records its conclusions. This committee has no executive 
power, but the very fact tliat it may call heads of depart- 
ments to give ivitness and explain their conduct in financial 
matters during the year, and that it may censure aU who 
disregard the will of the legislature, is effective for purposes 
of budgetary control. 

The appropriation accounts will show the savings and 
the excesses during the year. Large savings as much as 
large excesses show defective budgeting. An occasional 
saving or excess may always be OA'erlooked, but if it 
becomes a regular feature it deserves the fullest condemna- 
tion. Excesses, however, are more serious as they will come 
before tlie Public Accounts Committee for special scrutiny. 
To permit excesses or savings as a regular practice '^s’iU 
tend to reduce the carefulness of the administration in 
budgeting. 
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Afler the Public Accounts Oimmitlec has reported, the 
excesses are considered by the legislature and regulansed 
by a Note With the annual balancing and tlie action laben 
b) the legislature, llie budget for llie year coroes to an 
end 



CHAPTER Vlir 


WAYS AND MEANS, BALANCES AND RESOURCE 

In executing tlie budget, government has to face the 
difficulty of meeting pa^nnenls fairly evenly tliroughout the 
year, tliough revenue comes in chiefly at well marked seasons. 
Sometimes, for example on days when interest payments 
or salaries become due, the expenditure far exceeds the 
revenue collected during Uiose days. Ways and means esti- 
mates are, therefore, prepared to show what receipts or 
payments may properly be expected during every monlli 
and week of tlie year. For, if at any time, government 
balances wiUi tlie Reserve Bank fall or are likely to fall 
low, tlien steps must be taken to replenish them eitlier by 
advances from tlie Bank or by floating treasury biUs or occa- 
sionally even loans when tlie floating debt is imduly large. 
Hence ways and means operations are those required to 
maintain adequate balances at all times. 

On the otlier hand money will require to be moved 
during seasons to the treasuries in particular places where 
balances are falling. Tliese operations to maintain 
balances at all places are called resource operations. There- 
fore ways and means is concerned with tlie proxusion of 
funds over time, resource over space. Bolli are important 
as at no time or place can government afford to lower its 
prestige by declaring its inability to meet a demand or claim, 
in otlier words to declare itself insolvent. 

Consequently botli ways and means and resource are 
a problem of balances ; die one to maintain favourable , 
balances at all times and tlie other at all places. Each 
government has to keep a minimum balance with the Reserve 
Bank which is the government’s banker. Should the balance 
fall belmv die minimum agreed upon, the Bank is alloived 
to charge interest on die deficiency. By an arrangement 
with the Reserve Bank, even though the minimum accord- 
ing to the letter of the agreement must be maintained at aU 
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times, It IS 'unicient if on the close of business t'CO 
afternoon that minimum Lilance lies to go\cnurcnls cicdit* 

There l^, therefore, a unity in Uie three problems con 
sidercd m this chapter, and we shall lake each »n 
The agenqr for vrays and means work is naturally tM 
Finance Department Previously the Controller of the 
Currency assisted by five deputies and thirteen Currenev 
OiEcers in the important towns and cities of India 
entrusted wiUi wajs and means and resource work m addi 
tion to currency duties The advice of the Reserve Back 
on all ways and means matters is available to both the 
central and provincial poscmmenls. 


Ways and Means Estimates 

•'P'™ available, esuraalea 

mania 1 probable amounts of reecipU and pof 

rm^r."„d Uie difcem mam head. 

BiiZ! ™ 'Vpendiinte Tbe atm of vat. and means 

^ «■' U .mor 0.=. ».n ^ 
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corollary to calculate disbursernenls, and as a 
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tbe coming financial year. 

year are distnbuS*ihr^ri.*'’^\^'*'^^®t estimates for the 
Thus, greater accuracy m month by month 

modation and for wLt amount of accom* 

time to time dunne tl,#. ** be required from 

tnbution by important revm!?^ ** obtained This dis- 
(smaller heads are lumTwaA ®tid debt heads 
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depends on a number of factors, e.g. the actual figures of 
five previous years for corresponding periods, known com- 
mitments as for instance dates for raising or repaying loans, 
a kno^vledge of the different factors influencing revenue or 
expenditure during particular seasons, the state of arrears, 
etc. From tliese figures, with the help of tlie opening balance 
and the minimum balances required to be kept with the 
Bank and in tlie treasuries the amount of floating debt 
required is arrived at. 

The monthly estimates are then divided into weekly 
estimates and daily forecasts ; for in actual life receipts and 
expenditure accrue every day and sufficient funds must, 
tlierefore, be provided for daily requirements. In this 
connection it must be noted that tlie beginning of tlie month 
shows lieavy payments, that liolidays during the month make 
a difference, that transactions are heavier on Mondays than 
on Saturdays. 

With die introduction of provincial autonomy each 
province has to look after its o\vn balances including those 
under debt or deposit heads, and lias, therefore, to face its 
own w’ays and means problems. In some provinces the 
flow’ of revenue is fairly even and keeps pace widi the stream 
of expenditure. In otiiers most of the revenue is collected 
in a few’ mondis and during the rest of the year payments 
alivays exceed receipts. Bombay, for example, is fairly 
happy in its ways and means problem ; not so, however, 
tlie Central Provinces and Berar, whose ways and means 
difficulties are serious. In general, howevei*, during the 
last quarter of the financial year there is usually a large 
revenue surplus, which is very convenient to the market 
as government need not approach it for funds at a time w’hen 
finance is required for the movement of crops, and to the 
government because the market being tighter the rates for 
horroiving will necessarily be higher. 

The ways and means budget has to be confidential, as 
■otherwise speculators may disturb the country’s market. If 
they know in advance that a loan is to be floated, they will 
bring down the market with the result that interest rates will 
go up and security prices go do^vn. 

14 
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Tlie i*ay3 and means esumates, as we have «een, arc 
concerned only with the cash position of the govenunent 
Consequently book adjustments are neglected , but estimates 
of the total receipts from whatever source obtained and the 
total payments m whatever ditec^on made are taken into 
account. Hence these estomates include receipts from taiev 
from new loans floated, from repayment of loans by sub- 
ordinate authonties, postal cash certiflcates and saving bank 
deposits, and expenditure for all purposes e.g- expenditure 
chargeable to revenue, capital outlay, repayment of loans, 
withdrawals of cash certiflcates or savings bank deposits 

Ways and Means Advances and Treasury Bills 

The gap between total receipts and disbursements i» 
made up of floating debt whiidi may be advanced by the 
Beserve Bank or obtained by the sale of treasury bills to 
the public Floating debt is, as a rule, temporary , but if 
It becomes large and is not likely to be paid off soon, it is 
alwa}*s wiser to fund iL According to the ways and means 
estimates, the estimates of floating debt are framed These 
estimates show not only the amounts required but the periods 
for which they are required , and according to the rates of 
interest prevailing, the time for repayment, the amount 
required and other monetary considerations either ways and 
means advances or sales of treasury hills are decided upon. 
The provinces in particular need to develop a treasury bill 
market, so as to prevent money from seeking other channels 
of investment or moving to other centres For this purpo'e 
a continuous treasury bill sales programme seems necessarj. 
Another wa) to provide for ways and means is to keep la^er 
balances from govemmcnl funds in the Bank 

In the month of December, when the Finance Depart- 
ment draws up a forecast of probable revenue and eipendi- 
lure for the ensuing year, it also prepares a ways and means 
budget note which gives bnefly the loan policy for the year 
current and the following Another estimate u made 

at the end of AuguM. oc begmninj of SeyAeifhet, stiver a 
permanent loan, if at all, has been floated It is then easier 
to forecast the floating debt position. In preparmg the 
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borrowing programme all book adjustments are neglected 
and only the cash position considered. 

The provinces now provide for their own ways and 
means position, and so far they have foimd no difliculty in 
raising loans or floating treasury bills. Yet it would he 
liighly advantageous to them to have a single body deal 
witli borrowings both for tliemselves and for the (^vern- 
ment of India. They have also to take into accoimt the 
subventions, grants and assignments from the centre. 

So far borrowing to fill up the gap caused by tlie excess 
of expenditure over revenue has been considered ; but there 
may be periods when revenue greatly exceeds expenditure. 
Surplus cash balances are invested temporarily in 
govemment securities by the Reseiwe Bank on behalf of 
the govemment. Interest on tliese investments is taken in 
deduction of interest charges ratlier than as a receipt because 
tliose balances have arisen as a result of borro^ving. 

To ease the ways and means position by avoiding 
overloading of any month ^vitli payments, interest dates are 
shifted and advance interest is paid. For instance a loan 
may be raised on 15th July, but it may be convenient 
and expedient to pay interest on 15th September and 15tli 
March. In tliis case interest for the first t^vo months from 
the middle of July to the middle of September is paid in 
advance on ISth July. 

For tlie same reason discount or premium on new loans 
is not allowed to affect the year of issue unduly. It is 
spread out over the whole currency of tlie loan. The device 
used is to debit (when the loan is issued at a discount) the 
amount to a suspense head and to ivuile off revenue eacli 
year and credit it to the suspense head, so that when the 
loan is to be repaid tlie total amount of deposits in the fund 
will equal the total discoimt. 

Control over the Ways and Means Position 

Monthly and Weekly Ways and Means Forecasts : 
These are montlily revised estimates framed in the last week 
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o! die mondi on ll^e basis o{ knoiM\ acluaU for the previous 
nionllis, and contain reused e^limalcs for the current rnontli 
and approximate estimates for the next. In the light of 
these monthly foreca'is the borrowing programme framed 
at die beginning of the >ear is altered In the prouncts 
these montlily forecasts are distributed by weeks and days , 
and diis suIBces for efScienl control At the centre there is 
also a weekly estimate prepared giving the estimates for 
the next two or three months by weeks To this is attached 
a note rcvieivmg market conditions during the week and 
giving an opinion about the prospects of the future. This 
weekly report gives the balances to the credit of government 
at the beginning and end of eadi week, and «bovr5 bow an 
increase or decrea«e has come about by giving particulars 
about the sales and discharges of treasury bills, remittances, 
taking or repaj-ment of ways and means advances, and 
ordinary transactions relating to revenue and expenditure 
In this way government is kept informed regularly about 
Its ways and means position. In addition daily ways and 
means statements arc prepared so that Ute position is cIo«elf 
watched 

Four Monthly JTays and Means Reused Estimates 
A« m the ca«c of estimates of revenue and expenditure there 
are frequent reviews of ways and means estimates for the 
purpose of exercising belter control over the ways and means 
programme A four monthly estimate is prepared towards 
the end of August to enable the government to see if there 
IS need of any modification in the programme drawn up at 
budget time, after a loan, if any, has been floated This 
estimate gives the actuals of the fir«t four months and the 
last ei^t months of the previous year, the budget estimates 
for the ^current year the first four montlis’ actuals and eight 
months revi«ed e<Umates of the current year by important 
heads These la«t revi«ed estunales take into account any 
information which will or is likely to affect the ways and 
means programme for the zest of the year Similar state 
menu are made on the basis of six or seven months* actuals,* 
when also a fair forecast of die ensuing year’s budget is 

t End of Norember or brstomne of December 
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prepared together ^v•ith a budget note sho^sdng the probable 
loan requirements. 

Nine-montJdy Ways and Means Revised Estimates : 
In the middle of January or February a furdier revised 
estimate is made on tlie basis of nine or ten months’ actuals. 
The heads, for Avhich figures are furnished in these esti- 
mates, are the same as those in tlie ways and means fore- 
casts framed every montli, and are entirely on a cash basis, 
all adjustments being excluded. 

Along with tlie nine-mondily estimates there is a note 
giving comments on all variations of interest or importance 
between tlie montlily ways and means forecast prepared by 
tlie end of January and die nine-monthlj’^ estimates. The waj's 
and means forecast will contain a cash basis estimate of 
actuals up to November, die preliminary actuals for Decem- 
ber and the reinsed estimates for January’-, Februaiy and 
March. The revised estimate is based on the orders issued 
by government from lime to lime on the estimates of revenue, 
expenditure, debt and remittance heads. It is from these 
revised estimates dial government gets an idea of ivliat the 
net result of die orders passed by them is ; and having the 
next year’s budget side by side it is able to benefit by the 
experience of die current year to modify die plans for the 
next. 


The nine-monthly estimate, therefore, aifords an 
opportunity to modify orders, if necessary, and the ways 
and means programme for the rest of the year in die light 
of the probable closing balances. This will show die gov- 
ernment whether they ought to decrease or increase sales of 
ti'easury bills, etc. The estimates also afford government 
the opportunity of finding out dieir mistakes, wliedier 
die budget as a whole is working to a reasonable balance at 
die end of the year or not, ivhat the effects of neiv taxation 
are and what consequent alterations may be necessary in 
taxation. The previous estimates undoubtedly help in this 
direction but proposals take dieir final shape only in the 
middle of Februarj\ 
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WATcnivc THE Market 

Wa)8 and means s^otlc requirw constant Mgilana w 
die part of the Finance DeparlroenL It has to watch the 
progress of revenue and expenditure and tlie difference in 
the C3«h transactions on the one hand and the atate of the 
money market on the other For this purpose the depart 
ment mamUma a monej market register and a hank 
ter Tlie former giscs statistics alxiut the money market 
Inndy for reference purpo'cs It contains daily quotations 
of treasury hills gold and silver prices in llombay and 
London prices of cotton, call mone) rales, rales of discount, 
bank rates prices of government securities m England and 
India as ascertained from brokers etc Tlie bank register 
shovss week by week the government balances with the 
Bank, the result of ordinary transactions, sales or discharges 
of treasury bills, wajs and means advances, diKharge of 
loans flotation of new loans, purchase of sterling, etc. This 
weekly sutemenl is compared wiih tlie weekly estimates, 
spoken of above, and a report ts prepared lor government 
showing how the balance has lieen arrived at and explatning 
any large variations of closing balances from the estimate 
which IS analysed in the hghl of actuals 

Resoirce 

Resource is concerned with the problem of keeping 
sufficient balances at different places to make the requisite 
payments With the establishment of the Reserve Bank 
re ource work has been transferred to it Governments are 
now concerned wriih two problems (j) to keep at all times 
the minimum cash balance agreed upon with the Bank and 
(iij to k«p sufficient cash m treasuries, which do not bank 
wih the Reserve Bank or the Imperial Bank, for the day to 
day requirements 

As regards the former the Reserve Bank informs each 
Provincial Government by telegram at the end of ea«di week, 
I e at the close of business on Friday, of the cash balance 
to Its credit. If required the Bank, js prepared to furnish 
reports of daily balances Hie Central Government needs 
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anfomation daily considering botli tlie volume of payments 
and tile large area over which they are spread. 

As regards tlie latter a normal treasury balance is fixed 
liy tlie Finance Department for each treasury and the sub- 
treasuries subordinate to it. The Treasury Officer fixes tlic 
balance for each sub-treasury. This balance is so fixed that 
while all local demands may be met there is no useless lock- 
ing up of funds ; for if treasury balances are kept low die 
balances with die Bank udH be proportionately larger. 
Treasury Officers are responsible for keeping dieir treasury 
and sub-treasury balances as low as possible and depositing 
all excesses over normal balances into currency chests,^ or, 
if diere is no currency chest at the place nbere the excess 
occurs, for remitting diem elsewhere. Treasury Officers 
submit reports of die cash balances in the treasury and sub- 
treasuries ev&xj week- to the Finance Department which is 
thus able carefully to watch die weekly balances, in order 
diat any tendency on die part of die Treasury Officers to 
maintain unnecessaiy balances may be sternly discouraged. 
Owing to die many formalities connected witli die transfer 
to and from the currency chests, diere is less incentive to 
operate on them. The Treasury Officer is, therefore, called 
upon to give a satisfactory explanation ivhenever die balance 
in the treasury exceeds the nonnal prescribed amount. 

Government has furdier the help of the ways and means 
statements from various departments, ivhich give periodi- 
cal forecasts of anticipated receipts and disbursements 
during the remaining months of the year. With the help 
of all this information government is in a good position to 
learn what the cash position is likely to be from month to 
month. 


Currency Chests 

The assets of the reserve of the Issue Department of 

1. See below Currency Chests for explanation. 

2. Accounts of sub-treasuries are usually closed some three to nve days 
in adrance, so as to be included in the monthly treasury accounts. 
And, therefore, the correct balance in the sub-treasury for the last 
week of the month (after the accounts are closed for the month) is. 
included in Uie first week of the next month. 
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the Resenc Bank ma) be kept in an) part of India ; what 
IS required is that the total of tlie reserse should not be 
alloi^cd to fall below Uie total amount of notes in circtda- 
tion Hence currency chests are presided at district Irea 
suries and sub-treasuries Tlie^e currency cliests contain n 
portion of the as«ets of the Is«ue Department , into them alt 
'urplu'cs of ca«h oser tlic requirements of the treasury arc 
deposited The«c currency dicsts are entirclj different* 
from llie treasury che«l3 which contain treasury balances t 
and even their accounts are outside tlie general treasury 
accounts Remittance from one place to another is made 
by depositing a certain sum from the treasury into the cur 
rency chest at one place and transferring an equnalcnl sum 
from the currency chest to a treasur) or the Dank m anollicr 
place 2 Hence by a deposit into the currencj chest there »9 
® increase m the government balances with 

the Reserve Bank, Hence al*o in effect there has been a 
transfer of funds from one place to another without llie 
dangers and difficulties connected with the physical con- 
veyance of the funds In this way surpluses in the dislncta 
can be transferred to provincial headquarters Besides, a» 
It often happens, some treasuries during the revenue season 
have substantial surpluses, though for the rest of Uie year 
they are dehciL The currency chests provide n way to keep 
lunds ready for u«e later on, though for tlie present the con- 
ts of the*c cliests may be u«ed to strengthen government 
glances at other places Uis avoids tlie necessity to remit 
funds to the treasury during the deficit season and from Uie 
X? 'w«on Normal balances are 

"l '■'■f'""' "’""Iks ot Ike 5 ear ; and 

ufram,’ E"verrmient is able 

1" maintam balaneei vriihoul Ike nece-ity of liavms actualK 
to re™, fund, ,o and fro and Oiemby ,„L h« Tre^rncl 

■netaiw therefore, economy of 

metallic currency .. promo, ed, oper.„„„, of ,he line 

1 mere the,,. p„mW fcr ll« p„, 

"1. Th„ „„ 
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Department facilitated, and unnecessary movements of coin 
and notes avoided. However, if a treasury is constantly 
and heavily in deficit, the cm-rency chests mil not he able 
to prevent an actual transfer of cash for all time ; a point 
will he reached when such a transfer must he made. 

Operations on currency chests also help to expand^ nr 
contract the note issue without affecting tlie equilibrium of 
assets and liabilities in tlie chests. There are four ways of 
operating on tlie currency chests : (o) tliere may be a with- 
drawal of rupees and the opposite pa^nnent made in rupees 
also, tlien there is no change, or (6) tliere may be a with- 
drawal of notes and the opposite payment also in notes, 
tlien again there ivill be no change, (c) But if there is a 
withdrawal of rupees and the opposite payment is in notes, 
then the note issue is contracted against a diminution of 
silver backing, and lastly (d) if for a withdrawal of notes 
the opposite payment is in rupees, then tliere is an expan- 
sion of the note issue against an expansion of silver reser^'-e 
in tlie chest. 


The Problem of Balances 

With regard to balances the government has to follow 
three principles : (a) safety, (6) economy and (c) adequacy.. 
We ought to see how the governments in India comply with 
these principles. 

Tliere is no gainsaying tlie fact that safety is very 
essential. Government cannot undertake risk in any w'ay, 
even tliough an investment may promise a good return. 
And furtlier it must take proper measures to safeguard tlie 
cash and valuables in its custody. Botli these conditions 
are fulfilled. The balances of government are in treasuries 
or ivith the Reserve Bank under proper safeguards. Tlie 
government does not aim at making a profit at all, and so it 
is not concerned about making investments in shares or 
other industrial securities. 

1. Another way to expand the currency during tiie season is to bsue 
notes against trade bills of go days or less. 
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The result of these {acton has been tlial the Auditor 
General has become ihe head of a Acry large admintstratne 
department, ^hich we have «et forth in some detail in 
chapter IV Some of the other peculanties of the 
Indian audit and accounts system have been mentioned 
in chapter II 

A. Pubtc Aewuntt 


The Auditor General and Accounts 
In tlie sphere of accounts die Auditor General is 
empowered, witli die approval of the Governor General, to 
prescribe the form of die federal accounts and give direc- 
tions on the rnedioTls and prindples of kMpi^g pro- 
vincial accounts ,* and is required to perform sucirdudes 
and exercise sudi powers in relation to both federal and 
provincial accounts as maj be prescribed by an Order in 
Council or rules under it or by a subsequent Act of die 
federal legislature varying or extending such an Order^ 
These duties and pov^ers are made explicit tn the 
Government of India (Audit and Accounts) Order^ which 
deals not only with the Auditor General’s accounting but 
also his audit functions, with questions of his oppoiiitment 
and that of Provincial Auditors Genera), if necessary, and 
with the relations of the Auditor General of India with the 
Provincial Auditors General and the Auditor of Indian Home 
Accounts 

By this Order the Auditor General is responsible for' 
the keeping of the accounts of the federation and pf eacli 
province except the accounu pertaining to railways, de fence I 
semces and tran^ions^__mjhe irmted^Km^m,S wlS 
are kept, as in the^Brlliar^naal system, by an account- 
ing organisation altaclied to the executive departments 
and distinct from audit 


t S 168. 2 S IC6 (j) 

ana S 300 ( 0 -\.de f ^ ”) S 170 (3) 

A Of the India Office and tlir Office ttf th^ v ^ /' 

Inda- 5 11 Comm.«.onef for 
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But if the Auditor General keeps the records of such 
a large portion of the transactions, audit would he perfectly 
meamngless, because “the same agency“that ' keeps ' the 
accounts would tlien be auditing tliem. To avoid this 
serious fault tlie Governor General is empowered to relieve* 
the Auditor General of tlie responsibility of keeping 
accounts of any particular class or character.^ Conse- 
quently, under the Initial and Subsidiary Accounts Rules^ 
the Auditor General has been relieved -of the„task.of| 
keeping ,treasiuy. accounts, initial and subsidiary depart- i 
mental accounts, accounts of stores and stocks, and 
commercial accounts ; thougli he retains the authority to 
determine the dates on which treasuries, offices or depart- 
ments should submit their initial accounts to the accounts 
and audit offices under his control, and to prescribe the 
form not only of the accounts rendered but also of tlie 
accounts on whicli they are based. Hie Auditor General is 
thus enabled to issue changes or modifications in the form 
of initial accounts without seeking on any occasion the 
Governor General’s approval under S. 168 of tlie Act ; 
though in practice the Auditor General uses this power only 
when the modifications in the form of initial accounts 
follow directly on changes in the form of general accounts 
or are not inconsistent with the form of general accounts as 
approved fay the Governor General.^ t^^ien the accounts 
of a department are not kept by the Auditor General, the 
form of initial accounts determined by the departmental 
accounting autliorities is deemed to have the sanction** of 
the Auditor General, imless questioned by him mth the 
approval of the Governor General. 

The Audit and Accounts Order also provides that tlie 
Governor General for the federation and the Governor for 
tlie province, after consultation ivith the Auditor General, 
may make rules to relieve him of tlie duty of keeping the 
accounts of any particular sendee or department.^ This 
provision will enable the separation of accounts from audit 

I. Ibid., para II (3). 2 . Vide Appendix IV. 3 . Account Code, article 3. 

A. Required under S. 16S of the Act and Rule 4 of the Initial and 
Subsidiary .Accounts Rules. 5 . A.A.O., para 11 (2). 
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Economy is apprecialcd by oil. To manage with as 
low a balance as possible shows skill and ability. Besides 
the smaller the go\-cmincnt balances required, the less 
interest charges have to be paid and more funds are placed 
at the disposal of trade and industry, as fewer and smaller 
Iwrrowings are necessary. A large cash balance means 
imposition of taxation or flotation of a loan and payment of 
interest. It means money lying idle with the government 
without earning interest, which might have found profitable 
employment in trade and commerce. 

Adequacy is essential for government prestige. 
Government cannot afford to postpone payments until the 
treasury has eufficient cash at its disposal. Hence govern' 
ment must watcli over its cash position not only over the 
whole year or a month but every week and every day, because 
government business is continuous. 

To manage balances requires skill and ability, a 
knowledge of the requirements of the administration and 
of the money market, and also the trends in business and 
commerce. The Central Government has a heavier task to 
perform than the Provincial Govcmmeni ; because it has 
not only a very mudi larger volume ol expenditure 
(greater than all the Provincial Governments put together), 
but also a very large area to cater for and sterling obli- 
gations to meet, even though all its income is in rupees. 
There are questions of exdiange and currency to be faced 
for which knowledge of policies followed by other coun- 
tries e.g. the U.S.A. ia necessary and also knowledge of 
general world conditions. 

We may divide balances into three kinds ; (o) treasury 
balances, (b) hank balances and (c) balances in iigland. 
We have already spoken of the first two. Treasury 
^ balances are those required to meet demands on treasuries 
. 4 served by banldng facilities. A normal balance for 
each treasury is fixed by the Finance Department. Bank 
balances are the balances of the different governments vrilh the 
Resen-e Bank. Minimum balances to be kept are agreed upon, 
and the Bank is empowered to charge interest on deficiencies. 
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Ewnotny is appreciated by all To manage with as 
low a balance as possible shous skill and ability. Besides 
tbe smaller Uie government balances required, tbe less 
interest charges have to be paid and more funds are placed 
at the disposal o{ trade and industry, as fewer and smaller 
borrowings are necessary A large ca«h balance means 
imposition of taxation or (loialion of a loan and payment of 
interest. It means money lying idle witli tbe government 
without earning interest, which might have found profitable 
emplojinent in trade and commerce 

Adequacy is essential for government prestige. 
Government cannot afford to postpone payments until the 
treasury has sufficient cadi at its disposal Hence govern 
ment must watcli over its cosh position not only over the 
whole year or a month but every week and every day, because 
government business is continuous 

To manage balances requires sUll and ability, a 
knowledge of tbe requirements of the admiiustratjon and 
of tbe money market, and also the trend* in business and 
commerce Tlie Central Coremment has a heavier task to 
perform than the Provincial Government , because it has 
not only a very mucli larger volume of expenditure 
(greater than all the Provmcial Governments put together), 
but also a very large area to cater for and sterling obli 
gallons to meet, even thou^ all lU mcome is in rupees 
There are questions of exchange and currency to be faced 
for which knowledge ol policies followed by other coun 
tries e g the \J SJi is necessary and also knowledge of 
general world conditions 

We may divide balances into three kinds (o) treasury 
balances, (6) bank balances and (c) balances in England 
We have already spoken of the fint two Treasury 
balances are those required to meet demands on treasuries 
not served fay banking faaliUes. A normal balance for 
each treasury is fixed by the Finance DepartmenL Bank 
balances are the balances of the different govemmenU with the 
Reserve Bank. Minimum balances to be kept are agreed upon, 
and the Bank is empowered to charge mterest on defiaencies- 
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Tlie relations of Uie Reserv'e Bank with the govern- 
ments are dealt witli in chapter XII. SufEcd it to say here 
that tlie Bank is bound to accept moneys on account of 
the governments and the governments in turn are bound 
to keep all tlieir balances witli it free of interest. In 
addition tlie Bank carries out exchange, remittance and 
other banking operations. The Bank advises the different 
goveniments about the conditions of the money market and 
the best time for borrowing. It makes ^vays and means 
advances to tliem and issues treasury bills on their behalf. 
It works out the government balances each day, every 
week and evei-y month. The reconciliation of the Bank ■with 
treasury figures of transactions as given in the accounts is 
important for verifying the correctness of tlie final figures ; 
in reconciling tlie figures special attention is required to 
be paid to remittances in transit. The Reserve Bank 
manages aU tlie resource operations, so that it has taken 
over tlie functions of die Controller of the Currency and his 
department. 


Balances in England 

Lastly ive come to the balances held by the govern- 
ment in England. There is a large amount of expenditure 
to be met in England and it has to be met in sterling. 
Tlie provinces have no work in this connection because all 
sterling transactions on behalf of the provinces are taken 
in the first instance against central funds, and later on 
adjusted against provincial revenue. Before tlie Reserve 
Bank was established government purchased sterling in 
India from approved banks and firms, and then by cable 
tlie London agents of die banks and firms were instructed 
to pay sterling into die account of the Secretary of State 
at the Bank of England. Tlie Government of India there- 
fore paid in rupees from its balances and got sterling to 
its credit in England. Now the Reserve Bank buys 
sterling from die Scheduled Banks (it is empowered to do 
so by S. 17 (3) of the Reserve Bank of India Act) and 
supplies it to the government at a rate of exchange 
depending on die prevailing market rates. 
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As the balance o{ trade is normally in India’s favour* 
it is not diSicuh to obtain sterling ; for merchants abroad 
must pay their creditors in India in rupees. Hence the 
foreign merdiant buys rupees and the govenunent buys 
sterling for payment of its sterling charges. Difficulties 
arise when owing to adi'crse agricultural conditions the 
balance of trade is against India. The Reserve Bank will 
dien sell sterling because it has the duty of maintaining 
the ratio. 



CHAPTER IX 


AUDIT AND ACCOUNTS 

Keeping of accounts is the function of the executive, 
of the agencies that receive or spend moneys. Consequently, 
accoimts should have been dealt with in the chapter on the 
execution of the budget. But in India the system of audit 
and accounts is peculiar for hvo reasons ; it is centralised ' 
and combines both functions for the most part in one | 
agency, tlie Auditor General. This centralisation is a 
legacy from the days when tlie Government of India was 
also centralised, and the provinces were wholly dependent 
for their functions and powers on the Governor General in 
Council. Even today this centralisation continues, for 
though the provinces are entitled to have their own audit 
and accounts authorities, they have not availed themselves 
of the opportimity on financial grounds. The advantage of 
the centralised system has been a uniformity of accounts 
throughout India ^vhich is so essential for the presentation 
of statistical and comparative information for the whole 
country. As a result of this centi-alisation all that is said 
in this chapter, with such exceptions as may be pointed out, 
applies both to the provinces and the centre. 

But the more serious peculiarity of the system is tliat 
tlie acco unting and audit ing f unction s are , entruste d to the v* 
same a^ncy. Such an arrangement cuts at the very roots 
of audit, and on principle stands condemned. We, there- 
fore, have to see in what particulars this defect has been 
mitigated and whether the system functions effectively. 
We shall speak first of accounts and then of audit, reserving 
criticism and suggestions for the end. An experiment wasl 
tried in the United Provinces of separating accounts from! 
audit, but was given up with the onset of the economic } 
depression in 1931. The Secretary of State gave his sane- 1 
tion to the step on grounds of economy alone, leaving the 
question of principle still open for discussion. 
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The result of these factors lias I>cen Uial the Auditor 
General has become the head of a scry large ailmiiustraUsc 
deparlmenU v.bidi we base set forth in some detail in 
chapter IV Some of the other peculanties of the 
Indian audit and account* system base been mentioned 
ju chapter II 

A. Public Accouau 


The Auditor General od Accounts 
In tile sphere of accounts the Auditor General is 
empowered, wtUi the approtal of the Goiemor General, to^ 
prescribe the form of die federal account* and g»e direc» 
Dona on Uie melltods and pnnaples of keeping ihe pro* 
vinual account* A and is required to pcilonn such duties 
and exercise such powers in relation to both federal and 
provincial accounts as ma> be pre»cnbcd by an Order >n 
Council or rules under it or by a sub'Cquent Act o! llie 
federal legislature sarying or extending such an Order^ 
These duties and powers are made explicit m the 
Gosemment of India (Audit and Accounts) Order^ which 
deals not only with the Auditor Generals accounting but 
also his audit functions, vriih questions ol his appointment 
and that of Provincial Auditors General, if necessary, and 
>nth the relations of the Auditor General of India with the 
Provincial Auditors General and the Auditor of Indian Home 
Accounts 

By this Order the Auditor General is responsible for 
the keeping of the account* of Uie federation and of. each 
province except the account* pertaining to r ailwaY S. de fence 
services and tran^clions^ m tlie United,. K m^ro .S which 
are kept, as in thTBntish fmanSal syslenir ty an account* 
mg organisaUon aUaclied to the executive departments 
and distinct fiom audit 


1 S. 168 . 2 S too C3) 

i Hertafttr refened to a» Uie Audit and AecotmU Order or tunplr 
the AAO Ii u Iramed unlcr 9 iGO (al and (iV S i-q 
and S. 309 <0-Vide Appendai I ^ 13J i 0 13; 

< 01 the India Office tte Office oi the High Comoussioner for 
India. 5 AAO. para ii <i) 
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But if tiie Auditor General keeps the records of such 
a large portion of the transactions, audit would be pei-fectly 
meaningless, because "the same agency that keeps the 
accomits ^vould Uien be auditing them. To avoid this 
serious fault the Governor General is empowered to relieve! 
the Auditor General of the responsibility of keeping! 
accounts of any particular class or character.^ Conse-i 
quently, under die Initial and Subsidiary Accounts Rules^ 
tlie Auditor General has been relieved - ol the „task of i 
keeping treasiuy accounts, initial and subsidiary depart- 1 
mental accounts, accounts of stoies and stocks, and! 
commercial accounts ; diough he retains the authority toi 
determine the dates on which treasuries, offices or depart- 1 
ments should submit their initial accounts to the accounts; 
and audit offices under his control, and to prescribe the' 
form not only of the accounts rendered but also of the 
accounts on which they are based. Tlie Auditor General is 
thus enabled to issue changes or modifications in the form 
of initial accounts without seeking on any occasion tlie 
Governor General’s approval under S. 168 of die Act ; 
tliough in practice the Auditor General uses this poiver only 
when the modifications in the form of initial accounts 
follow direcdy on changes in the form of general accounts 
or are not inconsistent with the form of general accounts as 
approved by the Governor General.^ When the accounts 
of a department are not kept by the Auditor General, the 
form of initial accounts determined by the departmental 
accounting authorities is deemed to have the sanction‘d of 
the Auditor General, unless questioned by him with die 
approval of the Govenior General. 

The Audit and Accounts Order also provides that tlie 
Governor General for the federation and the Governor for 
the province, after consultation with the Auditor General, 
may make rules to relieve him of the duty of keeping the 
accounts of any particular service or department.^ This 
provision will enable the separation of accounts from audit 

1. Ibid, para ii (3). 2. Vide Appendix IV. 3. Account Code, article 3. 

- 4 . Required under S i68 of the Act and Rule 4 of the Initial arvd 
Subsidiary Accounts Rules. S. AA.O., para ii (3). 
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Midiout recourse to a cJiawge la llie OnJcr in Council The 
quesUon of U«s separation w in pnnciple an open question , 
and this clause provides an easy stay out should need arise 
The Auditor General is responsible for dra>vm£ njjhc 
Appropriation Accounts, sltould he keep the accounts, and 
in any event for compiling the Finance Accounts of llie 
federation and of cadi province for submission to the various 
governments on dales fixed mutually by them and the Audi 
tor General* Tlic uniformity of accounts in the past 
facilitated the publication of a consolidated General Finan 
cial Statement for die whole of India As the provinces are 
now autonomous units separate Finance Accounts ate com* 
])jled for die centre and for each province. For the sake of 
continuity and comparison with previous ^ears the Auditor 
General is required to prepare every >ear, in such form as 
he >vidi die concurrence of the Governor General may deter 
mine, the Combined Finance and Revenue Accounts,- whicli 
constitute the Gnal accounts compilation m India and are 
presented to the Governor General 

Though die Auditor General is entrusted with account 
ing functions, he is required to comply with the general or 
•>pecihc orders of die Governor General or Governors, as 
the case may be, as to die head of account to which any 
specified transaction or lran<uictions of any specified class 
are to be taken ^ Tlie Governor General m issuing any sucli 
order has to exercise his individual judgment after con* 
suiting the Auditor General As accounting is really an 
executive function, die povver of the chief executive to pass 
final judgment on die recording of a transaction must be 
conceded The Auditor General may, however, question 
the classification in his audit reports 

The Auditor General and the executive are requited 
to give mutual assisjance. In a system of combined accounts 
and audit the auditor Ts m a posiUon to supply a good deal 
of financial information to the execuUve' The Auditor 
General must furnish the Central and the Provmaal Gov- 
crasstfssJj jad? M&snsfarwa ss Aey may require from' 
1 Itud ir < 5 ) 2. Ibid, w. i Oil, ii ( 5 ) 
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time to time and assistance in preparing tlie budget state- 
ment,^ as tlie accounts he keeps enable him to do. On tlie 
Other hand, tlie executive must supply the Auditor General 
such information as he may require to compile his accounts 
or prepare his reports.^ 

In oi’der to maintain a high standard of accounts th^ 
Auditor, General has authority to inspect any accoimts office/ 
in India, whether central or provincial, including treasuriesl 
and departmental offices keeping llieir own initial and sub-' 
si diary accounts.^ These inspections give him the advantage 
of correcting mistakes of procedure or principle, of giving 
personal instniction, and even of knowing the special diffi- 
culties that may beset any particular office. 

Tlie Auditor General has no statutory obligation to 
keep the accounts of the Ci'own Representative, but it has 
been aiTanged tliat he should keep tliera and prepare the 
Appropriation Accounts. The methods and principles to 
be folloived are detennined by the Croivn Representative 
after consultation with the Auditor General.*^ 

To summarise, tlie Auditor General of India is 
responsible for keeping the ^accounts, except the initial 
accounts, of the provhices and tlie federation, and ^preparing^ 
tlie Appropr iation Accounts, tlie Finance, , Accpunts, 
for the centre and each province, and the ^ Com- 
fa{ned“‘^T’inahce' "and Revenue Account for „.die whole 
of* India. "The accounts of the defence service^ 
and tlie railways, of die India Office and die Office 
of the High Commissioner for India are kept by their owm 
accounting organisations who also prepare the Appropria- 
tion Accounts. The Auditor General is required to furnish 
such information gathered from die accoimts as die central 
and provincial executives may require and assist them in 
preparing dieir annual budgets. The executives on their 
part are obliged^ to furnish the Auditor General with such 
information as he may require for preparing his accomits 
and reports. He is empowered, except as regards 

1. Ibid., 15. 2. Ibid., 16 (ii). 3. Ibid., 17. 

4. Vide Ch. XIV, The Crown Represcr.tative’s Deparlment. 

15 
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the submi sion of certain flaterocnU and reports, to delcgal^ 
his authonl) to lus suLordmale o0iccr* for any ol the Uutief< 
he has to perform ^ 


Gesuul I’rlsciples am» Metuods of Accousts 
Before dealing \uU» the different accounting processes 
and the part pla)cd b) different agencies m »\orking up Uie 
accounts to tlie final stage, certain general considerations 
bearing on accounts ought to be made Some of the prin 
aples on sthich the accounts arc based find expression either 
in tlie Act or Order in G)unal, others are delermmed b) 
rules issued b) the Auditor General We ha>e wn abose 
that the Auditor General has die statutor) poHcr^ to prcacnbe 
tlie form of account*, and tlie general principles and 
melliods on vhich they should be kept Tlie*e directions 
together i^ith oilier matters relating to accounts are con 
tamed in the Account Code ^ 


1 There is a public account or consolidated fund for 
each pronnee and for the centre. There is no expITut 
unction m tlie Act for the public account ; it must be 
inferred from S 151 nhidi empowers the Governor General 
and the Governors to frame rules for securing that all 
reienues^ are paid into the respective public accounlsjaml 


l- Vi4e AA.O, pira ig. Z Vide S. i63 

^ \cctRsit Code >Mtte4 bf ihe Auditor Gcnenl »iih ll« approval 
M Uie Governor CciKral i» dirtiied into fotir >o.uines. \oL i deal* 
^ilh the scncral pnnciple* and nxthod* of acetjunu and the mam 
oitecuons und r S. 16S. \oL II emtam* the direction* relaliog U> 
imual anouitts Vepl by treaiunc* and the iorm in uluch these accooi t» 
rendered to the Audit and Accomtt of^*, and similarly 
coma i» the directions on uuual and subsidiary aecctmis 
aro the Iona of accounts lept in the Public Works and Forest 
Dt1>artniwu and sanctioo for these l»a volimies u S. or 
clause 4 (6) of the Imual and 'sib* diary Accoimts Rule*. Vol. IV 
pics Uie lutrucUoos rclaimg to the fenn in nhich accoenU in 
aecDvpX oS^ are kept and the procedure to be a<l(^ed in keepms 
them. Auibonty i« \ol IV i» a lO oe A para 11 O) 
according as the nJes relate lo Iorm or direcuoas. 

4 The revenues of the federatioo or prormce are to include 

all revenues and pubi c nxineys raised or reeeii-ed by them repecUvely 
subject to assgmnetits o( the uhole or part of the «t proceeds of 
certain taxes and duties to the provinces and Federated Sutes and 
to the statutory pronsicns t^Unc to the Federal Radway 

Authonly— S. 13&. 
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for prescribing the procedure for payment of moneys into 
tlie account, tlieir wididrawal or custody, and other ancillary 

matters. . 

• 

2. Govei'mnent accounts are on a cash basis” ; they 
record the actual cash receipts and disbm'sements during 
the fiscal period, and thus make possible a prompt closing 
of accounts and early preparation of an accounting state- 
ment. 

3. The fiscal period in India is tlie year commencing, 
from 1st April, ^ with jreference to which all accounts are ‘ 
prepared.^ \^ien it is said that the year ends on 31st Marcli, , 
it means diat no actual u-ansaction after that date is accounted 
for in tliat year. The accomits, however, are kept open till 
July for tlie completion of various accounting processes, 
e.g. adjustments, closing of suspense accounts, correction 
of mistakes in posting and classification and so on. 

4. Cash balances in tlie different public accounts are 
held in tlie treasuries or the Reserve Bank or its agent the 
Imperial Bank, 2 unless odierwise provided for specifically. 
The"' treasuries compile the initial accomits ; tlie Reserve 

|Bank does noF'cbnipile 'any accounts biit carries on the 
Igeneral banking business^ of the provincial and central 
governments. The Central Government operates on all the 
offices of the Bank the Provincial Government on those 
offices that are situated ivithin tlie area of its jurisdiction. 
Hence the'Reserve Bank keeps two separate accounts of cash 
tr^sactions, one for the Central Government and the other 
for the Provincial Government. All transactions that can- 
not be taken directly to the account of the former are 
recorded in the latter. Each office of the Bank sends separated 
daily statements for central and provincial transactions with/ 
supporting vouchers to the Treasury Officer or Acco^untanb 

1. Vide A.A.O., panis ii and 12 . 

2. Namely, the branches of the Imperial Bank, where there is no office 
of the Reserve Bank. 

3. Receipt, collection, deposit, pajment and remittance of moneys. 

4. " Bank ” refers to the offices and branches of the_ Reserve Bank 
and the brandies of tlie Imperial Bank of India acting as agents of 
the Reserve Bank. 
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C«jcral__ Al ihc mil of tie month the UsUncc* of the 
accoum* arc trarjfcrnal* to 0« Cmlral \ccounls Sccllon* 
of ^Ee^lt-‘^^Te iJiih H Clldljtil^hrcir’j uiiitamiTllus full 
accounts unite luLiiucs of 3ie centre and nf each province* 
and acts as a general Clemng Hou<e for the adjustment of 
transictions bctHi“cn diJircrt go ernnenU rbesc adjust' 
nenU lictvtccii province and province, ami between liie 
certre and a pfovmcr are intimated to tlie C. AJ* { iV-ihe 
\ccojnlant General of tiie province in vvliicn^hc tramac* 
Uon has talcn plaa and the bectinn ctmtnuufiitca^lhc 
transfers effee cd t) the \ccottnlaflt General cnnccrr&l ^t 
the clo'c of each day Al U c e nd of the rrpnth. tJ e closing 
balance of lacli government, af cr taVlng account of trana-^ 
actions at all ofitces iiul of all adjuMnents is fonranlpdhy 
the C.AS to Uic Vicountart General corcemwl 

5 nil d e introduction of provincial autonomy the 
trea«uri<N widtin ih'* jun dirt on of v province belong to 
that Provtacul Govcmmiiii and tie ca h balances they 
contain, therefore, forro part of the provincial puiltc 
account Wlico a treasury carries on the general hanljng 
huviQcss of the government, moneys received or paid Oft 
behalf of the centre are in die Cr*t mstance taken against 
the provincial ca h balance then adyuslcd by the Accountant 
General conormed cither whn he receives the iiwnlbly 

more frequently if ropiirwl^ through 
the C,A,S Traiksactitms of odicr provmcca are similarly 
adjusted In the central treasuries, which belong to the 
Lcntral Government and v»h,ch include ihoHi situated m die 
adminulcred areas.' Iram^actions of prov inces arc taken 
apmst central baUncea and then adjust^ Uirougli the C,/V,S • 

6 The aawunU raamLamcd in India arc la rupees , 
accounts in England are in Merlmg All sterling trans- 
aclioM relating to the centre or provincca arc passed on 
monllily to India and recorded m Indian booU after lieing 
converted into rupees In the Finance Accounts of die 

‘ o'S\r”'..£'uSr^c.^t 

2. Rdmed to hertaitrr a* the CA.S. 

1 \\eeUr or more frtqwrtly «tep«n<luic mi the aroouitt ol tiwuaaions. 
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Central Government all transactions are shown in rupees ; 
in the Combined Finance and Revenue Accounts transactions 
of a genuinely sterling character^ are sho^vn both in rupees 
and in sterling. 

7. To arrive at llie cost of a service or undertaking 
accomils must be kept on a commercial basis. Goveniment 
accounts being on a cash basis are unsuited to commercial 
purposes. Hence for the maintenance of capital, manufac- 
turing, trading and profit and loss accoimts die actual trans- 
actions are entered on pro forma accounts which are outside 
and in addition to the regular and general accounts of tlie 
government. These pro forma accounts are maintained by 
tlie commercial or quasi-commercial departments themselves 
in such form as may be agreed upon by the Auditor General 
and tlie government concerned. 

Again in commercial accounts tlie principle of double 
entry book-keeping is foUowed ; government accounts, 
hoiveyer, are kept on the single enUy system. But tlie double 
entry principle is used to maintain a set of technical accounts 
called the Jounial and Ledger to bring out by a scientific 
metliod tlie balances of accounts in regard to ivhich die 
goveniment acts as a banker, remitter, bonower or lender. 
Such balances are of course arrived at in the regular 
accoimts ; but they are verified periodically by reference to 
tlie balances bi'ought out by the double entry accounts. 
Separate journals and ledgers are maintained for the centre 
and for each province. 

8. Tlie form and classification of accomits is very 
important in any system of accounting. The more scientific 
ithe form and classification, tJie greater tlie information that 
can be deduced from the accomits. As we said before, it 
is tlie duty of the Auditor General to prescribe tlie form of 
accoimts ; and if comparison is to be made between tlie 
planned and the executed budget the form of accounts and 
the form of the estimates must be sirailai’. In practice tlie 

1. e-gr. debt, deposit, advances, etc. Tliese are kept in sterling in the 
books of the Secretary of State and the High Commissioner for 
Ini'a. 
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fonn of accounU determines rather than follows the form 
of ihe estimates. 

Tlierc IS first Uic constitutional classification of expen* 
diture into ‘charged’ and *\oted*, and into ‘resenue’ and! 
capital ’ Next from the accounting {wiiit of vic^r govem* 
meat acxounls are divided into (») Revenue, («) Capital/ 
(»i) Debt, and (id) Rcinitlance * Revenue deals wilB 
current revenues, sucli as taxes, and expenditure tlierefrom. 
Capital deals willi expendilurc ut>derl.akcn with a view to 
increase concrete assets of a material character or to reduce 
recurring liabilities Debt compri«es receipts and pay* 
menls b) govcniment acting as a borrower or lender. 
UcmiUance includes all merely adjusting heads and hence 
does not appear m the final accounts These four divisions 
arc grouped into Sections*’ distinguished by die letters of the 
alphabet, a double letter diowmg the capital portion of llie 
particular *ei of tranwlions Each section is divided into 
major hoadsl .lad, torn. Uio mam umu ot claaaiCcaUon. 
dm.,™ '“f'P' of I'e revenue and capital 

dm., one are marked b> Roman numerals, Um-e on U,e 
cspenditure side b> Arabic numerals 

il,c«.^mo""I n' r*'‘1‘* '* 

C"c inlo slill turllier siibotdinalc beads called detailed 

fccHpi, of lasalioa and oth« 

i seccoid dinsion dualc a«l the expetid-lure therelroov The 

fund*. s«h borrowed 

increaans cemertte ass«* of*a " k‘ 

recumiig l..trlmcs s^a, r r charwiw or of reducuig 

of Ihe captulised vaiuL ^ pco'ioni by payment 

intended to be apph^ receipts of a capiul nature 

third dmston compn,” eitpoiditore. The 

Rovemraent twomej tiabJeto r.^ Wnwnli in respect of which 
a dam, to rccorcr tlx received or has 

the fonrer and recovenS^ 

embraces all merely adiostuip !,«.« fatter The fourth dinsioa 
ol =.h tel«™ ™l«r sitah appaar rmiaacc. 

transfer receipts, as well a. remitunccs by huU and remittance 
brandies of Oie acemmu denart^^. transit between differetil 
•n England The initial accounting officers 

•hvision wtU be clear^ evea^W 

paymenu eitlicr within the sW ^responding receipts or 

aewunt arcle-V.de Accotirrt^ “ " *« ‘"other 

1 '.d. Appoidix M 1 \ if 
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heads.^ Sometimes tlie minor head is divided into sub- 
heads and each sub-head into detailed heads. In all 
accounts tlie major and minor heads are to be arranged in 
the exact order as shown in tlie ‘ List of Major and Minor 
Heads ’2 and the prescribed classification even as regards 
nomenclature has to be followed strictly. Should need arise 
to introduce a new major or minor head, or abolish or change 
the nomenclature of an existing head the approval of the 
Auditor GeneraP and sometimes of the Governor General 
is required. The Accountants General have the discretion 
to open all tlie prescribed detailed heads and even a new 
one if it is really essential.'* These strict regulations to 
secure uniformity are essential for correct compilation, con- 
solidation and comparison of accounts. 

n A tliird consideration of accounts classification is from 
i the administrative point of view. Our system of accounts 
is based primarily not on the objects of expenditure or 
gromids on which it'is sanctioned, but on tlie departments 
that spend tlie money. Tliis provides, as was remarked in 
chapter I, “for efficient administration and financial control, 
but makes it difficult to calculate the exact amounts that 
have been spent for a particular purpose. 

General orders^ and detailed regulations governing the 
classification of ti'ansactions in accounts are issued by tlie 
Auditor General. But the Governor General and the Gover- 
nors, after consulting the Auditor General, are empowered 
to issue general or special orders as to tlie head of account 
under which any specified transaction or transactions of 
any specified class is or are to be included. 

1. Vide Appendix XII (B). 

2 Published by the Auditor General, 

3 Changes in the form of accounts are always brought to the notice 
of the legislature and the public who might otherwise be thoroughly 
misled. 

4 Detailed heads are not to be multiplied unnecessarily; but if they 
are opened they should be placed within the minor head as given 
in the Approved List and as near as possible to the head which 
it replaces or to which it is added. 

5. Regarding pay and allowances of government servants, travelling 
allowances, refunds of advances, contributions made to or by a gov- 
ernment, e.\'penditure on civil works, etc. 
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9 Oa Uie general mclhods of accounts four pomU 
deacne -special notice. First, reccipU or ^largeg pertain 
mg lo more dim one head of account are for convenience 
Iwoked in die first instance under one of the heads^ and 
dicn adjusted before die closing of the >ear SecondrjrM" 
pendilure of a capital nature lu commercial departments 
or imdertakmgs is fir^t delnled to a capital head outside 
the leicnue accoiml, and a>bat is financed from revenue is 
men transferred to the revenue account The reverse is 
llie Mv: with odicr departments unless diere is a project 
Mhicii government decides to finance from Lorroivings or 
non revenue source when expenditure is debited iniDallv 
and finally out ide die Revenue Accoimt Tliirdly. when 
government undertakmgs are conducted on commercial 
^ commercial accounU must 

ade l’" commercial accounU are oul 

aioe me repilar goiemmenl accounU Uiouah heads of 

d' '“I- -“-non m « 

selected Uiat die mondilj clusified accounl maa be eamlv 
prepared from Ihe General Udger iTd . Ib^ ac«uS^ of 
cloi £®^"diient work from balance lo balance. Tlie 

SvsTfcM OF Accounts 

Ind,a’^'^l”£f'a;:“fr,,*“ •'7 “"■P'li'bun of aooounu m 
be recorded m tl,,. .t! “ ^ accounts which may 

1 (receipts and bulT^ * °'’ ‘*'* All cash 

maintained at dw trea i.™ ^ miUal accounts are 

ncn.s,2 „bo>e lran>acl,oM a^nSL*”’' 
lump snm and obo.e dclaiW “ 

departmental officer, cooceni^ ueeounu arc bept by the 

incorporated v> rmo. imgauoo canils are 
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The second stage is the submission of mqnddy accounts " 
^^„l!}?vA*^SOUnts Officers, in tlie provinces to die Accountants • 
General. Provincial treasuries submit separate accounts^" 
for tlie provincial and central governments, though central 
treasuries furnish only a single account.^ Departmental 
officers submit tlieir accounts — some in tlie form of suitable 
abstracts of transactions classified under prescribed heads 
of accounts — to their respective Accomits Officers. 

The third stage is tlie compilation by Accounts OfficersY* 
of Dep artmental Classified Abstracts from the materiali 
furnished by treasui'ies and departments. Such an abstract 
shows the montlily receipts and payments relating to eucli 
department for tlie whole account circle, classified under 
tlie relevant major, minor and detailed heads. These 
abstracts may be maintained for each department or group 
of small departments, or each major head or group of 
major heads of account not relating to any depailment. 
All adjustments of accounts are incorporated in these 
Classified Abstracts which tlius include montlily all transac- 
tions of whatever nature connected with receipts or 
payments pertaining to a department or major head of 
account. 

From the Departmental Classified Abstracts, separate 
Depai'tmeiital Consolidated Abstracts shoiving the pro- 
gressive totals of receipts and payments month by montli 
under major, minor and detailed heads are compiled, and 
this is tlie fomth stage in the system of accounts. These 
Consolidated Abstracts are maintained for each department 
or major head of account or group of departments or 
major heads as foimd convenient. There are separate 
Classified and Consolidated Abstracts compiled for tlie 
central and provincial departments. 

Transactions under debt and remittance heads 
appearing in treasury cash accounts and list of payments and 
departmental abstracts are collected for the whole circle 

1 Provincial traiisactions are taken to an appropriate reniittancc head 
pending adjustments. 
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of account under catli Jicad of account from niontli to month 
m a DcUil BooL From Ihn Detail Book a Consolidated 
Abstract is jiroparcd shoeing prugresshe totals Ly major, 
and, If necessary, minor and detailed heads. As before, 
separate Detail Books and Consolidated Abstracts are com- 
piled for die central and pruvinaal transactions. 

From llic Coii-ololalcd Ab,trjcls ore prepared Uic 
JioiriiiB receipts and dis- 

Imal stage of eoii.pi ation. From die Coiriolidated Abitraels 

S h i, a '' ‘’'“VT , "" '"O' ““"‘I' Hr" 

^^nciW "T ''"“'"tan. General i, 

Arritit ''?z iretir 

"nipilea die aoeoiml, of Sc Def™e?Wc“ 

die ™a;°':z‘,,;!7fir,’ 

concerned. Tlie Ar^- ^ province to tlie eo'emraenl 
consobdales die a^'f "if"","'; Cr"'"' 

Officers and the a^Zn. ArcofnU 

submiu diem to die CenirXr”'^"^ °®“ “‘‘A 

General, Posts and Tel.. Ooienimcnt. Tlie Accountant 

'layAc^ui.ls sut”!™!^'’ • >''«- 

Goverament. suparalely to the Central 

IS submitted to die A^ditor^r" <*f die annual accounts 
Officer, and die OVna toe??'?' I'' AeconnU 

of die annual accoiima of rath "Fy 

Frovmcial Goieniment eo„J„S. “ “ submuied to die 
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COVERNMENT TREASURIES AND TIIEIR WORKING 
^ provinces, 

Tlie initial accounts ^ to in tlie preceding 

except of certain departmen Reserve Bank with 

“crion, are kept in I'? the government’s 

iu agent, Use Imperial „£ ,l,e Reserve 

banker ; but where dieie IS j“ -i Rank, tlie t^^asuiy 

Bank nor a branch of the i P resource work 

performs banking function. or dis- 

S well Even where actual ^ and expenditure 

tar:ed by the Bank. Bte ^ , H^e m 

is in tlie first instance made ny Row the 

connection r.itlt ‘“““‘tu,' how a payment is made or 
initial accounts are kept, Dui 

money received. sub-treasui’ies spread ■ 

There are 1236 ‘«asuri“ ani ^ Before 

Ss,^^lfofr■;»vinc.^ 

““S and it is tlte provmctal ti^sm ,, 

r— rvork ol.tbe centrm Jt- ^ 

a few central >«““r|es, and RepresentaUve. 

• administered areas ^ ^^Red contrast to 

The treasury system -^VeV Kingdom. Here je 

ta the liX tliere « ™ . 6 ® blihg » *c ®^Sy 

The Britiah aystem ts »na 7 fe™ 

coimtry. has V *’’^^teni of tlie U.S.A. r^dia and the 
with the treasury Y .g ago J ^ business; 

. ed 

now both employ dm a^ Ce„eral Imve 

Trees?,; 

2. W Appendix Vii. 
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be foUo\'.cd regarding the payment, withdrawal and custody 
of mQne 58 m the public account and for other matters 
connected with or ancillary to such procedure The 
Treasury Rules autlion e the Finance Minister to prescribe 
Subsidiary Rules for the treasury procedure Uniform j 
Trea ury Rules have been adopted ihroughout the country, 
and modifications to sail die nei^s of each administraUon are 
introduced by means of the Subsidiary Rules 


It 15 generally provided that Uieie should be a treasury 
in each district in charge of a Collector, who Utough he 
may entrust the immediate executive control of the treasury 
to a Treasury Officer subordinate to him, cannot divest 
himself of tlie adoiinistraiive control Tlie Collector i» 
re'ponsille for the proper observance of procedure and the 
punctual luhmission of all returns whether to die govern 
ment or die Accountant General or the Reiserve Bank* 
Officers of the Indian Audit Department inspect ircasurjes 
U> see that they arc effictenUy managed and piopeily worked, ^ 
yet the responsibility for management and mspecUon u 
entirely the Collector s 


It la the Treasury Officer, however, who is in do 
taudi vsitn and in immediate control of the treasury He! 
i» die district officecs delegate and therefore responsible to’ 
him for the working of tlie treasury Uie Qiorougli observance 
Tr and allcnlion to details of routine 

Wilh tlic Colletloi the Tiea ury Officer i» jointly responsible^ 
lor Uie safe custody of the ca'h and other government/ 
piojicily ( 


T^e Treasury Offcct has charge of routine work and 
has, tbereloic to aUend to a uumlicr of dcUiU^ Bnefiy, 

r 1 ^ *•« ^>r ta-ti ce and arcc^lnti 

O “■*" otRcer Mljer lluui tie Tnasurr 

L' iL^i r at lean owe , ux mornUs »t»l (. ) repott 
^ ihe «»», la * « he uU, cwr ^l«, ,o , cl. 

" *'T ‘I* ^ "> •'*«> 

■n>e Tr1a,„r,‘o« J? ^ 

rewtU ot «arA»tUa>i Uwl ha^t uUn ja.ee. \x3« Appet^ VHl 
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however, tlie Treasury^ Oflicei' Is^ responsible for the 
re gularity of every payment ina^e at lire treasury. He has 
n{rgener3I”pimver' ‘ fo^'clealT' witlf 'any jferiiauH^ jliat may be 
presehteB, for bis authority is strictly limited to the iiiTes 
prescribed ; be has”ndt everr'‘the authority to act imder ar 
order of government sanctioning a pajunent, imless it is an 
express order to him to make the payment. With the 
Hj£trict_ Officer he. is.^ responsible for the. safe custody of 
moneys in the treasury. He examines the daily’ accounts,’ 
supervises the rvork of Iris subordhiates, and sees„tliat lists of 
'^payments and cash accounts are despatched on the specified 
^dates to the Accountant General with all the rrecessary 

fvouchers and schedules. 

! 

The Treasury Officer is personally responsible for 
wrong payments. ; both he and the District '’OfficeY 'are 
responsible for all losses and embezzlements unless theyi 
show tlrat they have taken every ordinary precaution, 
neglected none of the duties imposed on them and enforced 
obserrv'ance of the rules on their subordinates. 


The treasury office is divided into pvo parte, an 
accounts department in cliarge of an Accountanyrnd a cashv 
department in charae of a Treasurer. " Wliere the Bank 
conducts treasury work, the treasury rtself ts not concerned 
with cash or resource arrangements. Otherwise great care 
is taken to ensure the security of moneys in the treasury.^ 
The procedure adopted when money is paid into or out of 
tire treasury will show us Ure part played by these two 
officials. 


Those who have to pay into a treasiuy procure a 
cTialTnn which is in duplicate and bi-lrngual, and gives the 
nature and tlie amount of tire payment and the person or 


1. Great care is taken for the safe custody of pubUc moneys. Rules are 
prescribed for seeing that notes and coins are gamine and the cliests 
well locked. The strong room is always under guard and locked with 
double locks, one key being with the Treasury Officer and Uic otlicr 
witli the treasurer. When the treasury opens for the day the strong 
room is opened to take out sufficient casli and through c'eiw 

day and tlicn again double locked. This is cJi. ‘ 

time more cash or notes are required or tl'c tr , 

the day. 
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officer on >vliose account it js made One copy of llie cballan 
will subsequently be relumed lo llic payer as a receipt « the 
oilier IS required for treasury records Tliepayer^etiJiis 
entries checked by Uie reicnue departmenu, uiim takes Uic 
cballan lo llie accountant mIio if^it is_Tn ori^r^ inilials It. 
Next the cballan is presented to^ie treasure^ ^'>ho onjhe 
sirengUi of the accounianra initials receives the amount and 
‘‘igiis botli copies of the cballan m token of liaving received 
llie money Tlie challan Uien goes once again to the 
accountant who on tlie strength of the treasurer’s signature 
signs one copy which serves as a full receipt and enters the 
transaction in bis accounts As a clieck on tlic treasurer 
and the accountant all rc-ceipts for sums of rupees five 
hundred and over are aIso_signcd by the Treasury Officer 

When payment is needed die creditor presenls a biU, 
gluing full details as to die amount, nature, penod of 
payment and other necessary particulars, lo the acceuntani 
who receives it enters U m his accounts and then lays ii 
before Uie Treasury Officer, who in his turn if the bill a 
111 order signs an order for payment on it The biU iher 
goes to the treasurer who pays out die money lod stamps 
Uve NOvwiiM as ‘ paid ’ After the daily closing die tteaevuei 
handa over die vouchers to the accountant When a pay 
ment has been made by a cheque* drawn on the treasury, 
die accountant exatiiines its validity and die Treasury Officer 
verifies n and tiicn only will die treasurer make the 
payment The paid cheque dien becomes a voucher 


Wlien there is a branch of die Bank, the cash business 
of the treasury is conducted by die Bank? In every district 
there are usually two or three sub treasuries^ in diarge of 
die executive officers of the places where they are situated 


2 . 

3 


Certain depaitinents a,. __ 

Weasury records Ute lump s,wi i>aynK« 
l«pt by the departmsais iho^ves 

If the treasury of Uc a sir cl The 
however is anula? to the workinff of a 
treaty except that tie »ta>tve officer is also the sub-treasury 
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The sub-treasuries send tlieir accomits to tlie treasury every 
day ; and tliese accounts as soon as received are examined 
and tlien posted in tlie treasury accounts. 

At die end of the day die accountant prepares a 
balance sheet in a prescribed form, the treasurer draws up 
a ’balance memorandum giving details of le a an a 
liis hands. If the balance sheet of the accountant after^ 
making allowances for die balances of ^ ^ 

remittances in transit between two treasures, a© » 
die balance niemorauduni, die Treasury cer 
cash books and die balance sheets and t e ^cco ^ , ■ 

daylare' cjosed. The Treasuiy Officer verifies cash a^ 
shoivn in the memorandum, and locl« it m le , ° j|j 

which is dien kept under a guard. At the end of the monffi 
again a balance is stimck. The cash is verified by^ffi^ 
Collector himself or by a senior officei i -gg jg 

headquarters. Similarly the cash m ® actual cash 

checked by the local officer in charge. len a 

balance report for die whole district is draim up with wlncn 

the account balance is compared. 

Wliat we have seen so far concerns 
making and receiving payments and sa e ou^^^ } 
moneys. We have now to coiisidei tl e JT j-ggns 
accounting pouit of view. Every proviiicia ^ r rgntral 
tivo sets of accounts, one for the ti’.ansactions o 
Government, the odier for provincial and o Central 

SimilaHy also the Bank keeps tivo sets of acco 
treasuries, however, keep only one set of acco ’ ggjjng 
cial transactions being taken to suspense g jncial 

adjustment. Adjustments for transactions in ^ 

set of accounts are made dirough the Accomi , gf 

and the C.A.S. of the Reserve Bank. Hie 
the Bank at the end of every day transmits to gj-gyincial 
Officer separate statements for central an P ^ ^ 

accounts with all the necessary supporting vouc 
daily agreement is made at the treasuiy^ between 
statements and die treasury accountant’s books. 


1. Whether notes or coins. 
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Tlie treasuries keep Uic uiitni accounts but they do not 
render, except m Madras, cli««tfied accounts to the Accoun 
taut General E^ery montli llie provincial treasuries is«id 
rclums to llie Accountant General of die province and the 
central trca'urica to tlie Accountant General, Central 
lletenue* Tfic Vcrounlanls Gt.ticraf here ncl as ibe chic/ 
accounts ofTiccrs of the provinces or oiiicr specified areas or 
of centra} traiisachons 

Tlie returns coiwi t of *c!icdulcs of pa^incTils and 
receipts caWed Li t of l*a)tnttils and Cash Account. Ail 
these returns are nrilten up daily m iKc treasury from tlie 
jccuuntaui& Look* Tlie vouchers are carefully arranged, 
imcihercd an«i kept m safe custody Tlie schedules of pay 
menu are made m two pirts, one for payments from die first 
to the tenth of tiie moatli and the other for the rest of die 
month. 71)0 first batcli m «ent to the Accountant General on 
the llth oi Uie tnonUi the second iogctlier witlj the of 
payments the cash account and the ca b balances report on 
the fir t of the fulloMiig montli 

Stliedulc arc classified according to die ilepartmcnd (o 
which tliey refer or to the class of transaciioiu’ to which 
they belong Eadi tran^aclion is recorded m *u(ficical detail 
to enable die accuuuU olEcc to ideulify die voucher and make 
a preliminary compdatioii Tlie list of payments and die 
cash account show rE^pcctivcly die total paynicnU made and 
receipts colletlcd duruig die mondi, cidier according to 
chedulea or broad accounts dasMlication Tlie cadi account 
vioika up Vo the actual cash balance in die treasury on the 
month These monthly schedules “ repre»em 
the first stage in the compilation of public accounts, coYcr 
conjointly the whole of the pidilic transactions in India 
including deparfmenul accounts and debt and remittance,” 
1 and may ^erefore be «aid to coiblitute die primary fabric 
of the public accounU of India ^ 

J t-e tnnsact ons nijating to tncooie Ux or the mlMjt 
2. e.g <lcpo>it traniacUwii 

i VW, /nlrodufto™ i, iudl and p»« 14I 
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Tlie ti'easury also applies the first check to all payments ; 
the Treasury Officer must see that they are in order, ^ for 
he must satisfy not only himself but also the Accoimts Offi- 
cer and even more the Audit Officer, tliat the claim is valid 
and that the payee has actually received the sum charged. 
This first check is not the one which the Auditor General 
is required to conduct by the Act nor what is called pre- 
audit. It is an initial audit, an internal check, one which 
any paying officer must exercise. 

To see that the treasury keeps up a high standard in 
its working there is a periodical inspection by a gazetted 
officer from the audit office. The inspection repqrt is sent 
to the Collector ^vho reports on the action taken to the 
Audit Officer. If the Audit Officer thinks that the action taken’ 
is inadequate, the matter is brought to the attention of the 
Commissiohm' and, Avhere necessary, of the Provincial 
Government concerned. In spite of these inspections the 
executive responsibility for the efficient working of the 
treasury rests with the Collector. Botli the Collector and the 
Treasury Officer are responsible to the Accounts Officer in 
matters of accounts, and his instructions tliey are bound to 
obey. The Accounts Officer does not ordinarily interfere 
with the practical working of the treasury ; he constantly 
corresponds with tlie Collector for the removal of irre- 
gularities detected in the accounts and schedules submitted. 

On grbxmds of economy at headquarters of the Pro- 
vincial Government the Accountant General’s office 
performs,^ according as the Auditor General prescribes, all 
or part of the treasury duties for receipt and payment of 
moneys; a'M sq_this is the” 'sewnd "agency for the keeping 
of initial^ accounts. With regard to these transactions pre- 
audit exists, i.e. every receipt and pa)Tnent is audited by 
the Audit Officer before the money is received or paid out 

1. That the_ claim is covered by general or special orders, _ that the 
voucher is in proper form properly drawn up, that it is signed and 
countersigned, if necessary, by the proper officers, that it is stamped 
if necessarjr, that the aritiunetical calculations are correct, that the 
amount is in figures and in words, that there are no erasures, tliat 
all corrections and additions are attested by the drawing officer, etc. 

2. Treasury Rule 6. • 

16 
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Lsrrui. DE^'AttTME^•TAL Accounts 
•Die third wa) in nbidi loiUal accounts are kepi is bj 
die depjrtmenL®,* Tlie department make and recede 
pajmeijb from die treaaur> ui lump sum Uirouph cheques 
and keep the detailed accounla dicBi'clves. These imUal 
accounts arc al->o called Subsidiary Accounts as tliej are 
subsidiary to the usual treasury accounts The account 
organisabon of die Ihiblic >Xorks Dtpartnienl is sketched 
beloi< as bntfl) as po>vible to «<r\e as an example 

Tlie PWD of die proMnee is divided into two 
branches (j) Duildmgs and Road's and (ir) Imgaliom each 
being in I charge of a Chief Engineer who controls the 
Superintending Enguieei^ Tlie Superintending Engineers 
are in charge of circle* mto winch die province is divided 
for die admim tration of public works. Each circle u 
further divided into divuioiis in charge of Executive or 
Dm lOQdl Engineers and each dm ion mto <u2KiivisioQ* 
in diargc of Sulniitisioua) or \<i»i lant ExecuUie Engmecis* 
The dm loiul oSce t die accounts and admmutraUve 
unit and corresponds to dc trea ur) the sub'dni tonal 
oiBce corresponds to the »ul>>lrea ur> At each dmsioaal 
offee there i an accountant who u a uhordinatc of the 
Account. Officer but works in die Executive Engineers office 
to dicck and compile the divisional accounts. He works 
under the «uperM ion and rcsponsibiUtv of the Executive 
Engineer The vub'divnsional officer is m charge of a sub- 
division he corre ponds to the executive officer in durge 
of a suh-lrca-urv and is personally re.poas>blc for the 
accounts kept. He geU Ins funds b) an advance or 
imprest or a drawing account accord ng as the Dmsioual 
Officer deleimincs. Towards the end of the nionlh a* at the 
sub-trea^ury the «ul>.divi<=^ional officer 'submits die cash 
balance report and cop e* of die cash book upported h> 
vouchers to the dm lonal office. The latter may be 
submiUed oftener in hatches. 

1 t PujJic W Orta. Fonesls. PoUs and Tclesraplii and 
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The Divisional Officer is responsible for the accounts 
of tlie division ; he remits all receipts realised by his depart- 
ment as soon as possible in lump to the treasury and makes 
payments by means of cheques on the treasury. The 
Treasury Officer furnishes tlie Divisional Officer Avith a certi- 
ficate shoAving tlie total amount of cheques paid during the 
montli and submits tlie paid cheques to the Accounts Officer 
in support of lump debits in the list of payments. The 
Divisional Officer keeps die initial accounts dirough an 
accomitant ; and at die end of the mondi die cash balance 
report and monthly accounts Avidi die supporting vouchers 
are submitted to die Accounts Officer. 

Classification and Compilation of Accounts 

Classification and compilation are carried on chiefly 
by the Accounts Officers in the office of die Accoimtant 
General. Classification has necessarily to be very detailed 
as on it depends die accuracy and reliability of all subse- 
quent compilations. The treasury makes a preliminary 
classification of items according to departments and heads 
of receipts and expenditure. Wliatever cannot be so classi- 
fied is marked as an ‘ unclassified item ’ and die classifica- 
tion is left to the Accountant General. The Accounts Officer 
checks the classification and rectifies all mistakes. He then 
prepares the Departmental Classified Abstracts described 
above^ and simultaneously Avorks out die progressive figures. 
Departmental accounts are submitted to the Accountant 
General in die form of such abstracts. All Classified 
Absti-acts are carefully checked to see diat diere are no mis- 
takes of classification of receipts and expenditore. 

From the Classified Abstracts the Departmental Con- 
solidated Abstracts are prepared, shoAving monthly progres- 
sive totals under major and minor heads, sub-heads and 
detailed heads. The Accountants General are required to 
see diat every appropriation and even each unit of appro- 
priation is not exceeded by the administrative authorities. 
Hence columns are also provided for progressive totals imder 

1. Vide Ch. IX, System of Accounts. 
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each sub-head of a ^ranl or unit of appropnaUon, against 
TfthicJi appropriation audit is conducted 

It 13 m the Accountant General’s office tlial all adjust 
ments m accounts* are made As the*c are completed the 
Abstract of major head totals is prepared showing receipts 
and disbursements by major heads during the month 
The closing ca^h balance of die government is worked 
out in the General Suicmcnt of Accounts and then reconciled 
with the balances shown in the treasury cash accounts and 
the statement of closing balances received from the Central 
Accounts Section of the Reserve Bank. TIic accounts 
for each month are completed by tlie 24lli of ibe next month 
The Accountant General ■^ubmiU monthly accounts to the 
Provmcial Govemmenta 


There are three annual accounts prepared by the 
Auditor General under the provisions^ of the Audit and 
Accounts Order — the Appropriation Accounts, the Finance 
\ccounta and the Combined Finance and Revenue Accounts. 
The Appropriation Accounts cover the items of expenditure 
speciBed in ifae aut}jorJ>ciJ scJiedule for the Jinanoal year 
The Finance Accounts sliowing both the annual receipts and 
disbursements under the different beads of accounts are 
more general , * they are an audited presentation of the 
general accounts of Government to tlie Legislature.”^ TJic 
Finance Accounts are divided into two parts (*) General 
Finance Accounts, and (it) Debt, Deposit and Remittance 
Accounts, each part giving the accounts and the audit 
report on it , and are authenticated by an audit certificate 
The Appropnation and Finance Accounts of tlie provinces 


Adjnst^t of tnnsacuons of one ucoont arde m another are 
earned out (.) between a Defence or P & T Account Officer and 
J J"" ‘ “■ throuBh Exchange Accounts (ii) 

between Defence and P & T officers who have not been authorised 
accounts direct through a Central AdjusUng Account 
prmtw* through Settlement Acconnts 
SAS (m) between the 
C.R, and Audit Officer rf the Indian Stores Department Uirough 
^iusung Ac^ms Ce^ and Pfovmaal Cot-ertiments and 

^ ag^ of the CjV-S. ^ (v) between. th& Uh.. and. India 
through ^ooants Current. AH these are only book adjuiUnents re- 
qumng slight diuerences u accounting procedure. 

. Paras II (4) and 11 A Account Code, Vd IV article 272. 
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are prepared by die respective provincial Accountants General 
and submitted by Uie Auditor General to die Governor for 
transmission to the legislature. The Appropriation Accounts 
of the Central Civil Departments and of die Posts and Tele- 
graphs are prepared by the Accountant General, Central 
Revenues, and the Accountant General, Posts and Tele- 
graplis, of die Railways and die Defence Services by the 
Controller of Railway Accounts and die Military Accountant 
General ; ivhile die Finance Accounts of the centre are pre- 
pared by die Accountant General, Central Revenues. Bodi 
sets of accounts are submitted by die Auditor General to die 
Governor General for transmission to die legislature. 

Tlie Combined Finance and Revenue Accomits give a 
summary of the accounts of die centre and the provinces, 
particulars of their balances and outstanding liabilities, and 
odier financial infonnation as die Governor General may 
direct to be included. The form of these accounts is pres- 
cribed by the Auditor General with die concurrence of die 
Governor General. The idea of dieir publication is to 
piesent die accounts of all governments in India on a com- 
mon and comparable basis. Tliere is a short introductory 
note giving a general description of the structure of gov- 
ernment accounts and a historical summary of the stages 
leading up to the existing financial and accounting system. 
Next come the General Accounts, first a general summary of 
receipts and disbursements of the different governments and 
dien their classification by major heads. Thirdly, we have 
die Subsidiary Accounts with figures by minor heads. Dis- 
tribution of expenditure behveen ‘ charged ’and ‘ voted ’ 
is shoivn in lump at die end of each relevant subsidiary 
account. 

To summarise dien, diere are four compilations of 
accounts. Fiist, the monthly compilation by district treasuries 
and certain departmental officers. Secondly, the monthly 
compilation by the Accounts Officers in India and England- 
Thirdly, the monthly compilation for die whole of India and 
for each province by heads of account. Lastly, a yearly 
compilation of a consolidated account for the ivhole of India 
by die Auditor General. 



2t6 HNANCUL AOlll’ilSnUTlOS \S I'fDU 

B. Amlit 

Tlul ilic Auditor General fchoulJ be cnlruslcd vfiUi 
accounling funcliona la due to tlie pcniliar tombmed 6>stcm 
of audit and accounts tliil prewds in India. Bui m Iho 
sphere of nudit llic Auditor General, as hii >cr> name desig- 
nates, mu^t hold his ow WlitUicr he beeps the accounts 
of a dtparlmcnl or not he mubt lij statute audit llicm. 

The Auditor Gfser^l and Audit 

Tlie Act pro\ides for the appointment of an Auditor 
General of India by Mis Ma]Cat> and guarantees to him full 
independence from llie excculnc by giving lum the status 
of a judge of the tcileral Court* In order to ensure bis 
complete dcUcIiment from the executive he is debarred from 
furilier &cnic« under the Croun in Indn after lie has ceased 
to hold hi9 onico' Ills puvvcrs and duties as regards audit, 
like iho'-c regarding accounts, are prc»cribcd by the Audit 
and Accounts Order He i' requited to audit all cxpcndi 
lure from federal and provincial revenues and ascertam^ 
ubflbcr liirre uas suIEtienl Je^isJativ^ appnpnalioo and 
executive sanction fur 9ucli expenditure , to audit debt, 
depo It and remittance transactions of Uie federation and 
the provinces, and trading, manufacturing and proGt and 
loss accounts kept by order of Uic Governor General or the 
Governor in any department , and to submit reports on the 
accounts, expenditure and tran^acUons audited ^ Tlie audit 
of receipts and of accotmls of Moics and viock m any federal 
or provinaal department and report tlicrcon Uie Auditor 
General will undertake, only with tlie approval or on Uie 
orders of tlie Governor General or Governor, who for the 
conduct of sudi audit is empowered to make regulations^ 
after con^ulung tlie Auditor General 5 

Tlie federation and every province has the obligaUoii 
to supply free of charge to the Auditor General Uie annual 
budget estimates and any other publications issued by Uienv 
which he may require for Uie discharj^ of his.aiubl.Gmntjnns., 
1 S i;o (i) 2. S. ijo < 3 ) 1 A_\0, para 13 (t) 

4 Vide Appendix II S AAO^ para 13 {2) 
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and also to give him such information as he may reqm're 
for the preparation of any account or report which it is his 
duty to prepared He has tlie power to inspect any office 
of accounts in India under federal or provincial control 
and may call for inspection at such places as he may appoint, 
any books or documents (otlier than tliose in the U.K.) relat- 
ing to transactions which he must audit, though if the hook 
or document is secret he must he satisfied with a certificate- 
from tlie Governor General or Governor that tlie facts are 
correct.^ 

His duties and powers under the Act, whether hearing 
on accounts or audit, he may delegate generally or specifi- 
cally to officers of his department, except, unless he is absent 
on leave or otlierwise, tlie submission of any report that the 
Act requires him to submit to Uie Secretary of State, the 
Governor General or the Governors. From this provision 
are derived tlie powers and duties of tlie Indian Audit 
Department."* 

As tlie Auditor General is also an administi-ative officer, 
the Governor General may appoint an independent officer 
to audit sanctions to expenditure accorded by tlie Auditor 
General, and the latter on his part must produce for inspec- 
tion by diat officer all books, documents and information 
necessary for audit. 

If the Auditor General is responsible for audit, it is 
implied that the Auditor General has full powers to frame 
rales and give directions on matters relating to the audit of 
expenditure and other transactions, subject of course to the 
limitations given in tlie Order.^ 

1. Ibid, i6. 2. Ibid., 17. 3. Ibid,, 18. 

4. The Accouiifants Genera! and other ofBcers and establisliment of the 
Indian Audit Department may perform all the duties and fimctions 
imposed on or undertaken by the Auditor General whether according 
to the Act or Order or Rules or executive arrangement, subject to 
tl>e exception stated. 

5, Hence the Audit Code and Manual derive their sanction from the A.A.O. 
The Audit Code i.s primarily for the accounts of the centre and tlie 
provinces, but applies inulalis mttlandis to die accounts of any other 
authority wliidi are audited by or on belialf of the Auditor General. 
The Audit Code contains all the essential audit directions by the 
Auditor General, the Audit Manual the less important instrucdons- 
and regulations. 
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The Auditor General haa to submit reporU not only 
on the Appropnation Accounts* but also on the Finance 
Accounts^ are an audited prcscntalion of the accounts 
of provincial and central transactions, including tbo*« of 
receipts and iho'e relating to debt and remittance These 
reports are submitted to tlie Governor General or the Gover 
nor who vvill cause them to be laid before tbeir legislatures 
In these reports are mcluded the reports which the Auditor 
of Indian Home Accounts has to submit to the Auditor 
General of India * 

The Auditor Genera) has no statutory duty to keep the 
accounts of the Crown Representative, but he has the statu 
tory dut) to audit those accounts in India and the Auditor 
of Indian Home Accounts to audit transactions u) the U K 
under the general supennteadence, and on behalf, of the 
Auditor General viho must submit ihe audit report on the 
Crow-n Representative s accounts to the Secretary of Slate.^ 

The Auditor General is also required to audit and certify 
the accounts of the receipts and expendilure of the Federal 
Railway Authority when il is coRvbtuted,^ and submit a 
report thereon to the Governor General 


In addition to his duties and functions relating to 
accounts and audit the \uditor General may be entrusted 
with other stotutorv duties as a result of his judicial status 
and~KowIe3ge of the finanaal position of tlie government 
He may be required (t) to determine the amount of conin' 
bulion payable by the Ruler of any Federated Slate to the 
federal revenues in lieu of levying corporaUon tax in sucdi 
a htale , (u) to ascertain and certify the net proceeds of 
any lax or duty mentioned m Ch. 1 Part VIl of the Ac* or 
any ^it of *uch lax or duty tn or attributable to any area* 
and («i) to calculate the amount payable to or by the Got 
emment of Burma at the end of a financial year on account 
of the profit or loss attnbulahle to the amount of Indian 


1 Inicattd lo the A^O, pan 13 (i) ( } 2 . S 169. 

3. S. 169. 4 S. 1 o (4) 5 . 17J 

6. a sgo (1) 7 a Ijp (3) 


a a 1+1 (O 
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nickel and bronze coins passing into and returning from 
circulation in Burma. ^ 

AU the foregoing are the statutory duties of the Auditor 
General. S. 166 (3) has been held to be exliaustive of the 
means whereby duties other than diose specifically men- 
tioned in tlie Act can be imposed statutorily on the Auditor 
General. Hence neither the central nor provincial legisla- 
tures, nor tlie executive direction of a central or provincial 
authority can impose additional duties on the Auditor General 
otherwise than in connection with their respective accounts. 
But he may, by consent and on such terms and conditions 
as may be settled between him and the government concerned 
after consultation -ivith the Governor General, undertake any 
additional duties.- Under this head comes the audit of 
accounts of the local autliorities,^ and of public or quasi- 
public bodies under tlie control of tlie Central and Provincial 
Governments.'^ 

It has been provided, no doubt as a consequence of 
provincial autonomy, that the accounts and audit functions 
of the Auditor General in a province may be performed by 
a Provincial Auditor General,^ who is also given indepen- 
dence and status, and is eligible for appointment as the' 
.Auditor General ^of India. In regard to accounts the Prl)^ 
vinciaF'Auditor General must folloiv the directions given 
, by the Auditor General of India. Similarly for the audit 
of transactions in the U.K. affecting federal or provincial 
revenues provision has been made for an Auditor of Indian 

1 . Para 4 , Part IV of the India and Burma (Burma Monetary Arrange- 
ments) Order, 1937. 

2 . Hence if statutory authority is required for sudi additional duties 
by the Auditor General the central or provincial legislatures may 
provide that the accounts of any specified public body shall be audited 
by the Auditor General during sucit time as the Auditor General with 
the concurrence of the Governor Genera! consents to do so, and 
otherwise by some specified agency. 

3 . Local Fund Audit which is conducted in the same way as regards 
sanction, receipt and expenditure as other government audit 

4 . On a consent basis, the Auditor General audits pension payments on 

behalf of certain colonial governments and Indian States ; \yith Burma 
there is a reciprocal arrangement between the two Auditors General 
to accept each other’s audit 5 . S. 16S. 
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Home Accounts,^ ANlio«ie appoinlmcrU, ^powers and duties 
ha^e been gi\cn in a previous chapter.^ 

PntUMINAnV CON'^IDEHATIONS 0^1 AuuiT 
ll IS bolli U'cful and comcnicnV to deal viith general 
principles before discussing ••pccial iximts connected with 
audit Ihe directions and rules mide by the Auditor General 
i 111 pursuance of ius audit duties are given in tlie Audit Code. 

1 Audit 18 concerned ratlier with regularity than jfUU 
economy in the strict sense Its purpose is to see that die 
pxeculne in nil ila transactions sati-fies the provisions of the 
law, dial the administration carries out die orders of the 
executive, that boUi executive and administration carry out 
their fuiancul functions willi honesty and prudence, 

IS concerned widi economy only m a negative seasc^ia-dul- 
It must hnngjo notice wastefulness m piibhc ^dmini^tia- 
tion~^d Tiifniciuous expenditure It is the executive uiat 
is’ responsible for cnlorcing economy in expenditure, for 
embarking upon a particular line of policy, for deciding 
upon the mo«t economical means for ochieving die ends it 
Aud the legiblaturc have in view Generally, however, die 
government welcomes suggestions for promoting ccononiyj 
based on information gathered from the accounts. Thesr^ 
suggestions are made vviih discrimination and sparingly, and 
only by the Accountants General or the Auditor General, and 
if rejected by the government arc not pressed further. 

2 Audit has to verify that the accounts presented are 
accurate and complete, that all receipts and expenditure are 
properly cla'-sified, that all expenditure is further duly 
autliorised and vouched for and dial llie final accounts present 
a true and complete statement of Uie government’s financial 
transactions All this is meant when we speak, of an'^iudit 
agaimt regularity 

3 Audit functions, AereforCjjn a dual role, on behalf 

of tlie legjsl^ure to secure that die the and the admin- 
istration comply with the provisions of die law and the re- 
tpiiremeaU of the legislature, and on behalf of the executive 
I Vide ^ 170 and A^O., paras 20 and at ' ~ ' ' 

i Ch. IV, Deparlmenls and OffietaU in Cngfand 
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to see that tlie administi-ative officials comply ^iwth rules and 
orders that may be issued to them. Audit is not empowered 
•to interfere witli tlie administration, to frame financial niles 
or issue executive orders but it has to verify that executive 
rules and orders satisfy die law, are free from audit objec- 
tions and are properly applied.^ 

^ 4. An auditor to discharge his responsibilities must 

be independent of die executive, for he has to examine die 
accounts of die executive. Hence the statutory provisions^ 
giving die Auditor General independence‘s and status. 
Betiveen him and die executive concordats^ have been signed 
but these concordats, it is claimed, only regulate his 
independence but do not surrender it. 

This independent position alloivs him die better to scru- 
tinise accounts and transactions, make queries and observa- 
tions bearing on them, and caU for such vouchers, statements, 
returns and e.xplanations as he may require for audit pur- 
poses ; but he may not make any independent inquiries from 
private individuals or the general public, for he has to call 
only on the executive for information. To act othenvise 
would be to encroach on the administration. In cases of 
difficulty die audit authorities confer widi the executive as 
to the best means of obtaining the evidence required. 
Wliether an objection should be pressed or dropped depends 
entirely on the discretion of the auditor. 

'' 5. Govemment audit is contuiuous^^ As the accounts 

for the moiTtR'are completed Hi'ey "a re sent for audit ; where 
the auditor also compiles die accounts they are sent, as we said 

1 The Auditor General conducts a financial audit, and an administra- 
tive audit only in connection with the regulation of conditions of ser- 
vice of govemment servants, eg, reservation of posts rules. 

2 Audit has carefully to distinguish between auditorial and administra- 
tive functions and never encroach upon the latter ; the Auditor Gene- 
ral has to refrain from ranging over the field of administration or 
statistics and oftenng suggestions how govemment may be better 
conducted. 

0 Even the audit provisions and regulations in the Act and tlie A.A.O. 
are based on this presumption. 

4 As regards accounts the .Auditor General is in some respects under 
the executive. 

5 Vide Ch. IX, Audit, the Legislature and the Executive. 
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before, in two batches by the treasury Where the Auditor 
General compiles the accounts he undertakes an audit ol 
classiGcaUon of all transactions, ollier^osc he coudu^ 
merely a lest audit, dial is he chooses only some of the 
transactions for detailed scrutiny 

6 Most transactions are audited after diey-ha>e,4al^ff 
place, and vi ours li mainly a post audit sj stM^'^bich may 
bc'comjwrwl to a po«l mortem examination. The transac 
lions, however that lake place m the provincial capitals are 
dealt with directly by die Accountant General who has cscry 
transaction fully audited before it is completed This is 
called preaudit whicli ob\iou$ly is not «lnclly in keeping 
with die purpo'^cs of audit. 

7 One of the first duties of audikis to see tliat- M'ans 
actions are properl/'classifi^ Ihe Auditor General as an 
accounting an'd an audit auiE^ity is responsible for securing 
that all entries m books of accounts conform to such forma, 
rules or directions as may be issued under S 163, or agree 
ments between goiemments for ad;u>tments and incidence 
charges The ultimate aulhonly for classification, as has 
been remarked before re«ts with die Governor or Governor 
General m com^ultaUon with the Auditor General Audit, 
howe^er, retains the nghl to cnlicise die validity of any 
such classification whicli is inconsistent with the budget pro* 
visions or renders the accounts an incorrect or misleading 
representation of facts In the matter of classification allo- 
cation of expenditure between capital and rcienue is very 
im^Milant, as otherwise the financial picture will be entirely 
misleading To Ine on capital as an escape from taxation 
IS bad finance and leads to rum. This poinl is dealt with 
III more detail later 

Generai. Prinqples of Audit 

The Auditor General conducts die audit of receipts, 
stores and stock, expenditure, debt and remittance, subsidiar^ 
accounts and appropnaUon accounts , though audit scrutmy 
18 not equally comprehensi\e with regard to each of them 
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^ (i) One of die peculiarities of our audit system is that 
ajidi t of receipts is not ordinarily a statutory function of the 
Audit or Ge neraV and depends on the approval of the feover- 
mr^eneral or Governor. Ifef as tKe Auditor General is 
responsible" for Iceepin^th'e accounts of receipts he has from 
the accounts rendered to him to verify (a) that sums due 
are regularly received and checked against demand, and (6) 
that sums received are duly brought to credit in the accounts. 

Audit of receipts to be complete ought to be applied at 
all the stages of revenue collection, — assessment, collec- 
tion and remittance into the public account. Audit ought 
to see that die assessment is correctly fixed and that diere 
are no defects in die mediods of assessment generally, that 
sums due are received and cliecked against demand, diat 
all remissions and suspensions are duly authorised, that the 
procedure for collection is sound, and that all the collections 
are brought into die account and paid into the treasury. 

However, check against assessment and collection is 
generally entrusted to the revenue collecting authorities 
except in regard to die Railway, Customs, Posts and Tele- 
graphs and Public Works Departments, where receipts 
are systematically audited under regulations^ made by the 
Governor or Governor General. Check against remittance 
into the treasury is made by comparing the departmental 
records with the treasury accounts. To the large civil 
revenue-pajdng departments^ audit sends monthly returns of 
amounts credited to dieir account in the treasury and die 
departments compare these returns with their own records. 

On the other hand the large non-civil departments'* send the 
audit ofiice information about their payments into the 
treasuries and the audit office compares this information with 
the treasury credits. This type of check attempts to prevent 
and correct errors and frauds of botii the revenue depart- 
ments and the treasury. The Auditor of Indian Home 
Accounts follows the British practice of completely auditing 

1. Vide A.A.O., para 13 ( 2 ). 2. Vide Appendix II. 

3. e.g., Land Revenue, Stamps, Excise. 

4. e.g., Public Works, Posts and Telegraphs, Railways. 
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bolli expenditure and receipts In India, m 
of receipts is pcrfunctor> 

(u) \udit of stores and slock is undertaken as a mattu 
of course where Uie Auditor General has to audit the sub- 
sidiary accouiiU of go%enimcnl commercial uudertakm^ j 
hut ollierv^isc as with tlie audit of receipts, ouly wUi the 
approval or b> Uie order of the Governor or Governor 
General btores and stock audit is conducted under regula 
lions prescribed for llie purpose * Irrcgularitj in the dis- 
posal of pulilic stores H e<|uivalent to an illegal appropna 
tion of public money In fact audit of expenditure of stores 
is obviously incomplete witliout an audit of the disposal of 
stores 

(m) Audit of exiKiidilure is the prmcipa l^ta ak tji. 
the audit olTce and is undertaken in detail Audit exanunes 
every item of expenditure inquiring whether due provjaionl 
of funds IS authorised^ wlicllier doc sanction of a competent 
autliority exists wlicther the sanction conforms to the rules 
and orders prescribed whetlier Uie rules and orders them 
selves are wilbm tlie jvowers of the aullionUes prescribing 
tliem and not again t the law and in general whether tliey 
enable an effective <crutm> to be conducted, whetlier the 
expenditure m question is m keeping with tlie gencrail) 
accepted standards of finance wheUier the amount specified 
13 aritlimetically correct and whether it has been duly paid 
and brought into tlie accounts We shaU analy«e each of 
these criteria and discus» Uieir importance later on 

(ii>) Debit and remittance audit la governe d hy _UL^ 
general audit principles applicable to receip ts and e xp^di 
ture Wlien there is a repayment, audit examines whelher. 
it IS credited against the original receipt iks regards 
recoveries audit ascitlains that the payment conforms to 
Uie authority which governs it and watches that the moneys 
are regularly repaid by the debtor Audit reviews balances 
under debt heads and outstandings under remittance, and 
ascertains whetlier Uie parties, who owe it or to whom it is 
1 \ide Appendix II 2- Also called AppropnaUon AudiL 
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due, admit tlie correctness of the balances and how far they 
are really recoverable. 

We may single out just three items, viz., horroiving, 
reserves and reser\'e funds and remittances for considera- 
tion. As regards borrowing audit sees tliat the statutory 
powers and rules^ aie not tiansgiessed, that borrowings are 
kept witliin the limits fixed by the legislature from time to 
time, dial conditions attaching to a loan are complied with, 
that tlie proceeds are properly brought to account and 
expended only on objects for which the loan was raised or 
to wlrich borrowed moneys may according to sound principles 
of public finance properly be applied, and tliat adequate^ 
amortisation arrangements are made speciaUy for loans on 
rmproductive works. 

As regards reserves and reserwe funds audit checks 
whellrer a~pfopeF'cIassification has been made~ahd whether 
transa ction s " co nform to the rules and orders framed for 
tIie~a3ministration'df each fund by a competent authority, 
andTerifies die balances in the fund at tlie close of the year. 
As regafds~femittances audit sees tliat debits and credits 
are cleared by receipts and payments in cash or book adjust- 
ments ; and scrutinises balances from month to month to 
effect tlieir early clearance and determine tlie accuracy of 
tlie outstandings at the end of tlie year. 

(u) The audit of the subsidiary accounts of govern- 
ment commefei^ jandertakings by die Auditor General goes 
fufdier than the practice of commercial auditors in the 
examination of sanctions and the fe^Iafity" and propriety 
of financial" transactions. One of die main objects of audit 
as regards these accounts is to present a full and tnie picture 
, of the financial results on a commercial basis.^ Audit must 

1. As defined in S. 162 subject to S. 315, and in S. 163. 

2 . Adequacy is based (i) for unproductive expenditure on the_ period of 
maturity of the loan and the diances of growth of the particular type 
of unproductive debt and chiefly on the object of the borrowing (where 
a national asset is produced, the amortisation period should not exceed 
the life of the asset) ; and (») for productive expenditure on Uie net 
earning power and bfe of the asset produced. 

3 . In terms of commercial ideas of liability and asset, profit and loss, 
debit and credit. 
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verify llial tic cost as shown in the accounts is a true one 
Audit al'O ‘^ecs dial suiteidiary accounU are so prepared 
as to allow comparison of the relative clScieiicy of one wv 
emment trading and manufacturing inslilution with another 
and with similar msUtuUous not controlled by governmenL 
In the audit of commercial accounts the correct allocation 
of expenditure to capital and revenue, valuation of asscU 
on a reasonable ha«ia and adctpiate provision for dcprccia 
tion and bad debts is very important, Uiough not every prac* 
lice of commercial audit is nccessanlj followed * Audit has 
frequently to accept in government commercial undertah 
mgs tlie results of ‘mtemal control*, the continuous 
internal audit earned out by the staff of tlie concern itself 
by means of whicli the work of each individual is indepen- 
dently dieckcd b) a member of the staff Hcncc audit must 
cnucise the sjstcra of ‘internal control’ exercised by res- 
ponsible ofBcers The extent of audit scrutiny will, there- 
fore, depend on the adequacy of the system of * internal 
control * and in the completeness and accuracy with which 
It IS applied ^ 

The foregoing gives m brief outline tbe different aspects 
of audit , however, ns m everything else, it is not tlie letter 
of the rules and regulations but the spirit in which they are 
enforced tliat matters. Audit must be uitelbgcnt and criti . 
vjI, without being censorious , it must “ask every question 
that might be expected from an intelligent tax paver bent on 
getting the best value for bis money ”3 


Audit of Expendituke 

In this section the functions of audit with regard to 
expenditure are considered m some detaiL 

* ^"SSe SovenuiKm and pn«te aanuacr^ 

^ I j* V’Xh no nccei&itT lo t>roTide — for 

“ "s-iS ss 

cm ud scl.„i O, nsra. ul to cc»I.i SSJ, 

Cermem,.! 
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Auention has already been dl•a^vn to the great impor- 
tance of correct classification of all items and the part played 
by the audit autliorities in checking tlie preliminary classi- 
fication of treasuries and departments before attempting any 
compilation of the monthly accounts. Here then ive deal 
\vilii one of die most essential, though at times not easy, 
rules for sound finance, namely a careful allocation of ex- 
penditure between capital and revenue.^ This allocation is 
extremely important in government commercial midertak- 
ings or else die cost of the service or undertaking ■will not 
he accurately determined. \^diedier expenditure should be 
financed from current revenue or borrowings is for the 
executive and the legislature to decide. The task of audit; 
is to bring to notice occasions on which the classifica-^ 
lion between revenue and capital or distribution betiveeij 
revenue and loans appears to be against sound and prudenlj 
financial’^dministi'ation. " * ” ^ ~i 

Capi^l expen^diture is broadly defoed as “ expenditure 
incurie^'widi the object of, either nicreasing.concrete.assfitsj 
of a material and permanent character or of reducing lecuxj 
ring liabilities. ”2 These concrete assets may be productive 
or* unproductive, revenue producing or otherwise, a produc- 
tive asset being one which “produces sufficient revenue to 
afford a surplus over all charges lelevant to its function- 
ing.”^ In considering whetlier expenditure is of a capital 
nature or not, audit is careful to see that capital expenditure 
does not merely replace one set of recurring payments by 
another,"* that the asset produced belongs to die authority 
incurring die expenditure and that it is not expenditure on a 
temporary asset. 

Under capital expenditure on a scheme come all charges 
for the first construction of a project and for intermediate 
maintenance while not yet opened for service, and also 
charges for such furdier additions and improvements as are 
sanctioned by competent authority. Revenue bears all sub- 
sequent charges for maintenance and all working expenses, 

1. 'Vide Appendix V. 2. Vide Audit Code, article 34. 3. Ibid. 

4. e-g. commutation of pensions and increase in debt charges. 

17 



258 


FI^A^aAL ADMIMSTRATION nDIA 


e g working and upkeep, renewals and replacements, and 
sucli additions as are debilable lo tlie revenue account When, 
however, renewal and improvement partake both of a capita! 
and revenue nature, then the allocation i» made hy rules and 
formulae devised hy the executive Tlieie rules are «o 
framed that there is an equitable distnbuUon of burdens 
between present and future generations During tlie con 
<ilniclion of a new project, interest on monejs for 
that purpose, though debitablc lo capital, are met 
from revenue, unless lbe<e interest payments would 
imduly disturb the government’s budgetary position 
And in the latter case writing Lack of capitalized 
interest is a first charge on any capital receipts or surplus 
revenue obtained later Capital receipts, m so far as thev 
relate lo expenditure previously debited to capital, accruing 
during die process of construction are utilised to reducer 
expenditure , thereafter they are treated differently m dif 
ferent departments hut in general arc never credited to the 
ordinary account of the undertaking. 


In government accounU the fact iliat expenditure is 
classified as capital is a prtnut facte jusbfication for keeping 
it ouUide tlie revenue account Yet capital expenditure 
may be financed from revenue and tlien such expenditure is 
accounted for separately^ under the appropriate major heads 
within the revenue account Capital expenditure outside the 
revenue account may be financed from (a) borrowings either 
specifically for a particular purpo-e or generally for all gov 
jCniment puqwses or unfunded, and (6) sources other than 
revenue and borrowings, e g accumulated balances 


^fore die introduction of provincial autonomy the 
^retary of fciale prescribed the pnncipIesZ on which capi 
tal expenditure was charged to borrowmgs Ihe provmces 

^ iW'the expend, 

profit as to fulfil the ip«t »luch ua$ worlang at such a 

of State, (.u) by the Seci^ 

whose accounts -tt-cre Vmi ^ '““"ei’cial undertakings 

P«d torTSd to ^ Olherwnse U,e ex 

of WOTks) that 

•w, lusaatxy tie met £r«n current rereoae*. 
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being now autonomous, it is for tiie Provincial Governments 
to lay down die conditions they deem proper for this purpose 
in agreement widi their legislatures, but diese conditions 
may well be expected to conform to die principle enunciated 
by the Government of India in their Despatch on the Consti- 
tutional Reforms of 1919 : “ Two ponditions_ must be ful- 
filled before it w’ould be justifiable foir the Government of 
India to spend loan funds on unproductive purposes. These 
afe'":"firstly, tliaf the objects for which ' die nibiiey- is wanted 
are so urgent.and, vital that the expenditure can be neither 
avoided, postponed nor distributed over a series of years, 
and secondly, that die amount is too great to be met from^ 
cm-rent revenues.” In general die cost of comparatively 
small schemes, whedier productive or unproductive, ought to 
be met from revenue. Audit has, dierefore, to exert its 
‘influence by discouraging any tendency to secure relief from 
taxation by die expedient of transferring items doubtfully 
classifiable as capital from the revenue section of the budget 
to secdons outside the revenue accomit. And as a corollary, 
audit must see that revenue from taxation and other sources 
is sufficient for covering expenditui'e debitable to it. Other- 
wise debit to borrowings will be merely disguised, as borrow- 
ings will be utilised for covering revenue deficits. 

Hence in connection w'ith die allocation of expenditure 
betiveen capital and revenue, and die classification of capital 
expenditure within or widiout die revenue account, audit 
duties are (a) to see that commonly accepted accounting or 
commercial principles are not infringed, (6) to verify that 
the accounts exliibit the true financial facts, and (c) to bring 
to notice transgressions of generally accepted principles of 
public finance. The final decision on classification, however,’ 
rests, it must not be forgotten, ividi die Governor or Governor 
General after consultation widi die Auditor General.^ 

Another consideration of importance in classification is 
whether die expenditure is from reserves or reserve funds. 

1. Accountants General are advised to consult the Auditor General in 
cases of doubt before passing any opinion as both classification and 
accounts often involve difficult questions of policy. 
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\3 government accounts arc on a <tnclly cash basis, the un- 
-penl amoimis o£ grants for a year Japse at Uic end of the 
year Kescncs and rcacrve funds are a device to prevent 
iheir lapsing, a device to vvhicli, because it is approved by 
the legislature, audit cannot objecL Rcsencs or reserve 
funds^ arc cuiislitutcd hy the government under ‘'tatutory 
provision or otherwise with Uie object of spending moneys 
accumulated in die funds for the particular and spcciCc 
purpo^s fur vthich Uiey are constituted TIic procedure of 
accounting fur transactions pertaining to such funds is ordi 
lurily determined by die procedure foliowcd in budgeting 
Expenditure from thcac funds is regulated a» follows 
if the grant is by another government or outside agency 
vvhich retains full control over it, then expenditure from it 
cannot enter die ordinary revenue and expenditure esUmates 
nor IS it subject to the vole of the legislature It JS taken 
as a direct charge against moneys held in the deposit section 
grant i> by a govcmuient for l♦stlf♦ 
then the expenditure requirc» to be voted only once^ Lastly 
expenditure from a fund is always sliovvn in the appropna 
lion accounts of the government incurring it, unlcj^s some 
measure of control is exercised by an ouLide audionty , 
and if in die appropriation accounts then n“ces>aril> ui the 
estimates 


j j ogawur Provision of Funds or Approprtatwri 

4udu The Audit and Accounts Order^ gives the essential 
' ^ according to the vourew frtm which tlwr 

from the C«nt»i fonacd from jubrentions 

Rural Dcvctopm«t ^ 

reicnue of a ytu or ^ * eoverruiKtil from the- 

tself fora ^ 

Fund in comn^al Reserve 

outside agenac* to 

account of grants ^e^ thehiS^i depSfit 

search or Agncultural Re- 

^ '4h ^Ste^TrS^^^^'SSa r'-iSL*" * Fund no 

pUcements. This "* ^”’**'*!* ^ 

though t reduce, ?°* 5 P™>cip!^ 
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conditions relevant to every item of expenditure : first, that 
there is provision of funds autiiorised by a competent 
authority fixing limits within which expenditure can be 
incurred — audit against provision of funds ; secondly, that 
expenditure that is incurred conforms to statutory provi- 
sions and to any other financial rules and regulations framed 
by a competent authority — audit against regularity which 
includes scrutiny of tlie executive rules and orders them- 
selves ; tliirdly, that tliere is proper sanction, special or 
general, of a competent authority authorising expenditure 
— audit of sanctions to expenditure ; fourthly, that broad 
and general principles of sound finance are not transgressed 
— audit against propriety. We shall take eacli in turn. 

The first duty of audit is to see tJiat all expenditure has’ 
been inferred ,for,.the purposes and ^vithin the amounts speci- 
fied in die schedule of audiorised expenditure. Nom’’ die 
grant or appropriation in the schedule is a single lump sum 
for a major head of expenditure. But the estimates show 
the particulars on which this sum has to be spent. The 
detailed estimates, therefore, indicate the purposes for ivhich 
the grant or appropriadon is made. Consequently audit 
records expenditure against the appropriate grant and the 
suh-head of the grant. Expenditure that exceeds the gi'ant 
or appropriation, or does not seem to fall widiin its scope or 
intentions, will be treated as unauthorised expenditure, unless 
regularised by a supplementary schedule of audiorised 
expenditure. 

Further the grant or appropriation is for the whole year, 
and for all the charges, even the liabilides of past years, to 
be met during the year. The progress of expenditure needs 
to be w'atched ; and audit assists die execudve by bringing' 
likely excesses to the notice of the disbursing officers and th^ 
controlling authorities, and by seeing that adequate arrangel 
ments are made in every department for die contiol 
expenditure. 

The executive is responsible for keeping expenditure 
widiin the grant. The executive or subordinate authorities 
may, however, according to dieir powers sanction a 
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re appropmlioa* from one Iic^d of account to another within 
Uic fame grant or appropriation, hut licforc the expiry of the 
CnanciaJ )ear \Vlien there is a re appropriation, audit must 
«ee dial Uicrc is an order issued L> competent eieailivc 
audioritics to co\cr it. 


Audit against Rcgufarit) Vudit \crifies that expen 
diture conforms to die rrleiant provi'ions of the Act and 
Orders in Giunci), and all financial rules, regulations or 
orders issued by a competent authi>rti> For example, audit 
must «ce that no burden of expenditure is mipo^ on the 
re>enues of die federation or prosances except for the pur- 
po es of India or some part of it,' diat expenditure is duly 
authorised by die Governor General or Gosemor,^ that 
powers retained absoluiel)* by the Secretary of Slate are 
not usurped by any autborilv m India, and. if usurped, 
compel a reference to the Secretary of State, that financial 
pronsions^ relating (o estimate*, clasoification and the 
schedule of expenditure arc implemented, dial die financial 
rules and orders^ of die goicmment, made chiefly by the 
Finance Department, are followed by the administrative 
authorities Tins work is of a cnia«i judicial character as it 
iiuoUcs die interpretation of fchcdule-, rules and orders ; 
however, the final mteiyirelalion does not rest with the 
Auditor General except for rules made by himself Audit 
lases Us interpretations on die plain meaning of the ««:lion ; 
11 any uncertainty appears, audit must refer it to the com* 
petem authoriVy? for re«olulion or removal 


implies, as a corollary, the 

titles fp” ^ orders issued by the executive audio- f 
riue., I e audit must see dial diosc orders and rules may beJ 

intCDUom o'f'.kTonS >'«««»'“ 

2 S. ISO (I) ® *Ppr«pnauan 

* Vide Part \ of Ihe Net. ^ l-rous.ons in the Art. 
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lawfully issued by such authorities^ and that they are effec- 
tive for tlie purposes of audit that is conducted. As these 
orders and rules are scrutinised by the finance and other 
departments, audit does not carry out a detailed or rigid 
examination.^ But wherever the efficiency of financial con- 
trol is impaired seriously, e.g. if the principle of authoris- 
ing disbm'sing officers to sanction special charges is carried 
too far, audit must refer the rule or order to the Finance 
Department which will tlien have an opportunity of reviewing 
it. 

Audit against SoTictions to Expenditure. It is obvious 
that it is not enough for audit to see that every expenditui’e 
is covered by sanction ; it must as carefully see (i) diat the 
authority sanctioning expenditure derives its power by.statute 
or by delegatmh from anotlier competent authority, and {ii) 
that the ^sancdpn, is definite, thus necessitating no reference 
to the sanctioning or higher authority. This type of audit 
is very important, because if the power of the sanctioning 
autliority is defective, all expenditure under its sanction 
will be irregular. 

For die purpose of diis audit copies^ of all orders sanc- 
tioning expenditure or to be enforced in audit, are sent to 
the Audit Department, direcdy by the administrative depart- 
ments for all financial sanctions and orders within their ovm. 
financial powers, othenvise through die Finance Department 
or the financial agency attached to the department.'^ This 
^ endorsement is taken to mean that die Finance Department 
i has examined the order and accepts full respopsibili^ for 
it. If not communicated through die Finance Department, 

1. In other words that tliey are not ultra vires. 

2. Audit sees that they (i) are not inconsistent ^\ith any provisions of the 
Act or Order, (2) are consistent with the essential requirements of auth't 
and accounts as determined by tlie Auditor General, (3) do not con- 
flict with orders or rules by a higher autliority, (4) that the issuing 
authority has the necessary rule-making powers. Rules passed by the 
Governor General under statutory powers or otherwise are usually 
scrutinised by the Auditor General himself ; rules by the Provincial 
Government by the Accountant General concerned. 

3. Procedure for commimicating these is governed by tlie Rules of Business. 

4. Finandal Commissioner, Railways ; Financial Adviser, Military 
y Finance ; and Finance Adviser, Posts and Telegraphs. 
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an order may be cliallenget! by audit on grounds ol propriety 
or sanctions * 

•y/^udit against Proprirty. Again, it U not enough for 
audit to check mere compliance Midi rules and orders. It 
must bring to Iifdit anj matter Mhicli appears to imoUpj 
improper expenditure or waste of public moncj or store*.! 
It must examine exjienditurc by disbursing and 'auctioning^ 
auUiontics on the basis of the broad general principles of 
finance Hcnre diere are no fixed rules for audit apain*-l 
propriety “ Its object is to suppoil a reasonably high 
standard of public financial moralil) ; of sound financial 
administration and demotion to die financial interests of the 
Stale.’'^'nie Auditor General’s under the 1919 scheme 
laid doMn a few ** canons of financial proprict).** Tlicrc are 
no su^ sUtulory canons now . but audit may challenge 
expenditure as transgressing ‘a uni>ersall> accepted 
^ndard of official «nduct or financial adminlstraUon.* 
llicse general principle',’* whose meaning and importance 
are obvious, are as follows 


2 

3 . 
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Audit Code, article 8> 

Made by the Secretary of Slate imder & 96D (,) 
Audit Code, lot at. supra. 
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own advantage. 

Public moneys should not be utilised for the benefit of « parti- 
cular person or section of the community unless (i) the amount 
of e.rpendiiure involved is insignificant, or (ii) a claim for tlw 
amount could be defended in a court of late, or (lii) the esrpendi- 
ture is in pursuance of a recognised policy or custom. 

The amount of allowances, such as travelling allo-wances, granted 
to meet expenditure of a particular type should he so regulated 
that the allowances are not on the whole sources of profit to 
'the recipients. 

Works Audit. To complete the different kinds of audit 
a word or two must be said on works audit because a con- 
siderable amount of expenditure, over a hundred crores, is 
devoted to public and civil ^vorks. For every project four 
stages must be gone through. First, there mus t be.adminis- 
trative approval.^ The design is, therefore, prepared in con- 
sulfafimi 'wlffi"ahd must be approved by the audiorities for 
whom it is made. Their approval is a sort of order to the 
P.W.D. to execute certain works at tlje approximate cost 
stated. Tlie second stage is t^, sanctioning^ of^expenditiire 
required for the scheme, and very often the previous sanction 
oFthe^Ffriahee De^ftment is required for a project. The 
third stage is the preparatiqn^^and..sanctip.n of, die detailed 
estimates of the project and this is called a technical saiiqtion. 
Lasdyj there must be a grant or appi'opriation or allotment 
or re-appropriation audiorising expenditure to a certain 
specified extent for the financial year. For large construc- 
tion 'projects special accounting and audit rules are pres- 
cribed, so as to ensure adequate financial control and check. 
Ordinarily, audit is conducted in thiee stages : (a) preli- 
minary audit by die Divisional Accountant in the divisional 
office. He exercises all the checks a primaiy auditor is 
expected to exercise.^ (6) The audit in die audit office which 
is conducted with reference to die sufficiency "oJTlieautirdrity 
for incurring the expenditm-e, the accuracy of classification, 
proof of payment to the correct individual, and the canon- ^ 
of financial propriety, (c) Lastly, the.test audit at the perio- " 
dical inspection of the divisional office. 

From die foregoing it wdll be clear that expenditure is 
subjected to very detailed audit scrutiny. Audit has no 

1. e.g. classification, arithmetical accuracy, sanctions, etc. 
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n(IininistraU\c power to stop a pa>'mciit, for pa>menU are 
a responsibility of the executive, l^ut il can conduct a carO' 
fui examination* of e^cry item of expenditure at every stage 
from tile provision of funds and first sanctions down to the 
record of the transaction in Looks of accounts. 


Audit Inspection and Local Audit 


It IS on tlie accuracy of the original data and the initial 
accounts that the superstructure of accounts and audit i» 
builL Most of the original records are kept in tlie ofEccs 
where they originate Hence the need for llic Auditor General 
to in«ptcl accounts ofFiccs and treasuries^ 


The objects of audit inspcciion are, diereforc, first, to 
verify that die mitiil records and accounts are properly 
niainlaiiied m the prescribed form and that financial rules 
' and orders arc being faithfully earned out, and secondly, 
•to teet die degree of care exercised b> die departmental 
accounting audtorilics over die accurac) of original records 


Local audit differs from inspection in that its purpose 
!» t^o audit the initial accounu kept bv government msiitu* 
uons and offices on the spot Hence local audit does not 
wntme lU attention to die purpo.es of audit inspection, 
but inducts a test audit sufficient detail to verHy the 

presenid 
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With regard to treasuries only inspection is applied 
with a view to assist tlie revenue authorities in establishing 
a system of treasury working strictly in accordance with 
the rules, and to see tliat the treasury rules are understood 
and observed. 

The Inspecting Audit Officer does not confine himself 
to routine and inspection work ; but takes the oppor- 
tunity to assist the departmental officers and accoun- 
tants with his advice on accounts, tlie budget, the 
tlie' financial regularity of transactions, etc., and even 
to offer suggestions bearing on the economy of public money,l 
in particular to see that there is no superfluous clerical work 
connected with accounts and audit. The Inspecting Audit 
'Officer is, however, concerned with the accmacy of accoimts 
and regularity of financial procedure than with administra- 
tion. 

The results of inspection are set forth in Inspection 
Reports giving tlie more important defects of procedure and 
financial irregularities noticed, and a brief description of 
the general state of the accounts and the nature of the finan- 
cial control over transactions. The Inspection Report is com- 
pleted only after tlie head of die office has had the opportunity 
to read and discuss it with the Inspecting Officer. The report 
is brief but the points raised are pursued till finally settled. 

Results of Audit 

It is obvious that audit is valuable only in so far as the 
results of its investigation are placed before the appropriate 
authority, so that action may be taken to rectify an impro- 
priety or irregularity, where possible, or at least to prevent 
a recurrence of it. The appropriate audiority may be a 
.departmental officer or the government itself or in the last 
resort, in accordance with the ‘ Concordats the legislature 
"through its Public Accounts Committee. 

1. e.g'. chronic delays in measuring work done or making payments after 
measurements have been taken, such delays being presumed to enhance 
rates ; inviting competition among contractors ; defects in arrange- 
ments for contracts ; examination of authorised Schedules of Rates ; 
leakage of the revenue budget ; untapped sources of revenue ; want of 
attention to economy. 

2. Vide below Ch. IX, Audit, the legislature and the Executive. 
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The results of audit in\esti6ation arc made available 
ibrough the raising and pursuing of objections, and audit 
reports. If the objections are satisfactorily removed, then 
they are not usually pursued furtlier. In raising and pursu- 
ing objections Uic auditor must necessarily possess a been 
and s)mpathetic understanding, a balanced judgment and a 
sense of proportion to assess die importance of an individual 
irregularity. 

The responsibility for die removal of objections and 
seUlemenl of other points rai-ed in audit devolves on die 
disbursing officers, heads of offices and controlling authori- 
ties. Tlie Accountant General maintains a careful and 
constant vtatdi over objections ; so as to keep the controlling 
authorities fully acquainted with individual cases of serious 
disreprd of financial rules and to assist the Finance Depart- 
ment to maintain financial regulanl)* and a proper sjslem 
of accomits. Unless the objections are pursued intelligenti}, 
prompdy and vigorously, the audit reports will not have 
their full value. 


Audit calls attention to improper disbursements; it is die 
duty of die execuUve to order recovery of die amounts. 
However, the Accciuntant General directs the recovery of 
sums improperly disbursed in accordance with a convention 
l>c ween die executive and audit authorities. If aii executive 
u la dien audit may require 

be rritJrifo 1 * Sanctions, and these sanctions may 

When the Fin of propriety or other reasons. 

When the Finance Dcpann,em3 ^^ives recovery of amounts 

1. If SOveratiKM so duirvc 

of ouuunding objecumw for General prepares abstracts 

or any olher Finaoce Department 

2. When erroneous paymenls lave ^ . 

WTong interprelatioo of a * 

terpretalion takes effect fnwiSd^' of j J® new in- 

i When an objection is not adiasti>.t i.. 

trauve departments, the AG *“dwntics or adtninis- 

wiUi hs own «ews to the Fl nalS^ ’ri— complete facts of the case 
tt= AG .d. .cradbri. Orinuilr 

«eept when the coi^drt pemnte^ H»e Finance Department. 
»hich ease the AG u quesutaung. in 

» wpectM to seek the adnee of the Auditor 
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audit and accounts 
^ Prf *eir orders can be chaUenged only 

improperly d.sbursed>^^_^ concordats. 

if permitted by the Audit 

To save time and U'ouble P ^ central and 

have powers delegated waive^ audit 

^^Tincial governments by winch di y Y 

»der ceX“trUy Vt widt discre on. 

expected to exerc.se tl.ese po ^ 

All cases o£ 8““'““} Accountant General wante 

the Auditor Gon^^'^jibt and diffictdty or there 

his advice m a caa fraud and forgery o y^ren- 

1 ‘^“ndi::n:=S lor a change^ P* 

'which indieaie defalcation, tlie Ac • qj^, the 

SBiiSsrrdS5-| 

X-ntt -be off *e IcerLd should be 

he considers that the 

informed.- i ^ which tlie 

Stiratunj; and dte anj. . 

expenditure is not ot a wouitt o 

^ JnSS‘« t. rfo 

- ",'S«S, Nla* Stt'rf"''- 1, 

Tleoartment concerned. , ^ g, (i) of the _-tely for 

4. ApproP’^*=^“°" Audit Reports on . .. posts ^"^^^ished, and (a) 

government. Auott ^ i Services, t gstabUsneu, 

f £' 

Civil, tliat IS tot a 



270 


Fl.VA^CIAL ADMIMSTRATIOS IN INDIA 


the appropriation accoimta are prepareil l»y the Auditor 
General, but the finance accounts are , m cither ca»e he 
must prepare tlie reports ou lliem Appropriation reports 
contain comments on tlie regularity and propnel) of expen 
diture, the rcsulb of tlie audit of go\emmcnt commercial 
accounts and Mhere required of stores and stock They are 
prepared according to tJie terms and spirit of tlie concordats, 
and deal ^>ilh those matters %%hicli come i«itbin tlie ordinary 
meaning of appropriation accounts uincli itill be examined 
by the Public Accounts Gimmitlec 


Audit reports on finance accounts deal wiUi the 
financial results shovtn by all Uie dilTerent accounts of 
receipts and outgoings and otlier data ’ Tlicy supplement 
the appropriation accounts reports Both of reports 
are \ery important and therefore rccene the personal alien 
Uon of the Accountant General 


The audit report on appropriation accounts is self 
contained and prepared in a strictl) deUclied, dispassionate 
and technical altitude iviihout aii> expression suggesting any 
IMiitical opinion or Lias Tlie report must, on tlie one baud, 
show tlie gosemmeiit the extent to i inch lU subordinates are 
c»mpI)iDg with lU rules and orders, and e\en suggest 
directions m which these may be modified , and on tlie other, 
wiow to Ae legislature how far its expressed views ha>e been 
complied with by the government and how far mone>s were 
regularly and properly spent For the latter purpose 
therefore, Uie reports subject to the concordats deal willi 
mpoitant financial irregularities? as well as ca es of losses 
Mfnles-ott or nugatory expenditure Some of the points will 
deal ».,h „„uUe cl.a„gB d,e arrangement 
aaurae, of a^unu, 
‘ grants and appropriaUons, 

erpenditnra not in accordance «rtl, the rn.truct.ons of the 

’ a w sss i'VUsfs 


other iziformatioa 


conduct or fiiaiuaal i^mrstrat^^' “««Ptcd sumlards oi olEaal 
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legislature or which indicates grave faults in tlie administra- 
tion of grants and appropriations, impoitant changes in tlie 
extent or character of audit of any class of transactions, 
irregularities connected 'vvith grants in aid, etc. 

Every inegularity is commented upon clearly, 
accurately and in plain language*, so tliat even a person not 
versed in the details of accounts may understand and 
appreciate its significance^ in tlie financial interests of tlie 
state. Besides, comments are confined to matters of real or 
practical concern to tlie legislature, individual cases being 
mentioned only if tliey are very serious and important, and 
petty cases only if tlieir cumulative effect is appreciable. 
Usually irregularities which have been rectified are not 
mentioned, unless tliere is a substantial point to be made. 
Hence die advantage to an executive officer in settling audit 
objections promptly. Secondly, cases sub judice are not to 
be mentioned in such a way as to prejudice die claim or 
defence in court. Tliirdly, no point relating to the salaries 
and allowances of die Governor General and Governors and 
to their respective offices, may be mentioned. In order to 
give government a chance of making their observations and 
conmrents on important cases of irregularity, the Accountant 
General reports all such raatteis to them, and in particular 
submits drafts of all matters in which the action of die 
Finance Department is questioned. 

Audit does not usually comment^ on the adequacy of 
disciplinary acdon taken unless in a series of cases, occurring 
more or less continuously, it has been obviously and 
extremely lenient, or when there is marked difference in 
die standards of disciplinary action observed by different 
departments.'* 

1. Technical expressions, if used at all, are explained. 

2. Hence : (o) the transaction must be explained, (b) the nature and 
magnitude of the irregularity described and any extenuating drcum- 
stances given, (c) as also whether there is any defect in the system 
which led to the irregularity, and (d) whether remedial or preventive 
measures were adopted and the adequacy of these measures. 

3. While not absolutely precluded from it. 

4. Facts of the disciplinary action may be stated. Adequate supporting 
evidence must be brought forward. 
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fundamental purpose, the Uix-pajers’ money from being 
spent irregularly and HastefuUy. The rules are certainly 
laid do\m ; but they are not ends in themsehes but means 
to an end.* 

Where there is a conflict between tlie letter^^d-the 
spirit of the rule, tlie auditor must follow, the, spirit_oijt 
by getting at the real intention beliind the rule. Whenever 
the auditor has difficulty in interpreting a point, he should 
refer the matter to a hi^er audit authority. Unless audit 
has the right spirit, much lime and trouble will be lost 
and unnecessary inctioa cngtmdered o>er trifles ; unless 
there is the riglit spirit, too, audit comes to have a bad name 
and the auditor is considered as one whose business is to 
pul spokea in the wheel. 

Discretion has to be exercised by the_Audit— Office. 
The clerk carries out detailed audit and applies tbe rules 
strictly. When tliis has been done, the Audit Officer 
exercises his discretion whether objections according to the 
strict letter of the law ought to be raised. 

In all his correspondence on audit matters witlt the 
executive the Audit Officer has to be courteous and imper* 

sonal in his language, clear-and intelligible on.jh.e,.i^ue 

raised. Criticism must be accurate, fair and dispassionate. 
Innuendo is strictly forbidden. 

i auditor has responsible thou^ unpleasant 

|fmirtions, and he must assist government to exercise finan- 
jCial control. But he will never assist government ny 
ctMling the impression that he is far more willing to apply 
strict rules than assist in other ways. Audit must not only 
^int out the mistakes ; it must also indicate bow they may 
be rectified and in future avoided. He must be critical and 
conslnictive, he must investigate as well as educate. 

C. Critkisna 

So far we hare dealt vrith the principles and practices 
of goremment audit and accounts and the responsibilities 

1. AoJit naj rdai {onmliue* ; it w.glit aevw to relax essentials. 
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of the audit and accounts organisations. It remains now 
to examine the relations of audit witli the state organs and 
officials, the peculiar ‘ combined system ’ prevailing in 
India and the experiments in connection with the separation 
of audit from accounts, and finally to assess the efficiency 
of audit. 

Audit, the Legisl/Vture and the Executive 

Tlie Auditor General of India is not tlie direct agent 
of the legislature. Yet he carries out the audit of the 
grants voted by it and of the appropriations made 
by the Governor General or the Govenior ; and 
assists the Public Accounts Committee personally or 
through his subordinate officers in the examination 
of tlie reports on the Appropriation Accounts. As 
long as the power of the central legislature is limited, 
the Auditor General will not have that direct access to it 
which will make audit a more powerful weapon for the 
purpose of financial control on the part of the legislature — 
an instance of a constitutional limitation affecting the system 
of financial administration. 

The Secretary of Slate for India retains the power of 
issuing or amending rules relating to certain Sei-vices. All 
infringements on the powers retained absolutely by the 
Secretary of State are objected to in audit and the Auditor 
General has the right to compel a reference to him in all 
such cases. But if the Secretary of State has delegated 
any of these powers to authorities in India, audit treats 
those powers as belonging to those authorities in their own 
right. 

The Secretary of State also exercises control to some 
extent tlirough directions issued under S. 14 of the Act. 
But the responsibility to see that such directions, when they 
are of a financial or quasi-financial character, are observed 
rests on the executive and in particular on the Finance 
Department. The Auditor General, because of established^ 
convention, receives a copy of these directions, and therefore! 
he may bring, though ahvays informally, to the notice of! 
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llic Finance DeparUncnl any failure where prior 
consultation willi the Secretary of State was necessary. 

Relations between the Auditor General and ibc 
Go\emor General and the Cotenior regarding the form of 
accounts, llie principles and mctliods on which lliey should 
be based, tlie classiilcalion of items, the inspection of 
secret boohs and documents and the submission of all 
accounts and reports lia\c been considered abote, and are 
Uierefore merely noted here- 

Tlie relation^ of audit witli the Finance Department 
ouglit at all tiruea to be liarmonious. That Department 
ifi the autliority responsible for the administration of the 
financial rules of tlic go%cmnient and tlie maintenance of 
suitable accounU by odter deparlmenU and establishments 
subordinate to them. Consequently audit lus, hi 
interests of eOlcient financial administration, to render all 
legitimate assistance to Uiat department and not restrict if 
to cases where its adsice U sought on the application of 
financial rules and orders. The Finance Department, on 
lb part, has to assist the Audit OiEcer in cases where a 
rule or order has been disregarded. Ordinarily the Audit 
Officer before tahiiig any acUon, either to secure settlement 
of an objection or call for relmant papers or information, 
refers to the Finance Department. The Audit Officer nwy 
and in fact does criticise esen Uic Finance Department ; 
but as both aim at securing efficiency, ccononty and 
propriety in public finance, they can best achioe the 
desired i^ull by »laUisblng mutual understanding and 
co-operalion. Audit ra>opcrales by assisUng in all matters 
pe^inmg to the drafting, amendment and interpretation of 
rules haling a financial bearing, to budgeting and financial 
control such as watching the progress of actuals, to the 
efficient working of treasuries, to llie action to be taken on 
audit reports and the obsenraUons to be placed before the 
Public Accounts Committee. 

The relations betwera audit and the executive go>em* 
ments, central and provindal, are governed by principles 
t. Vi(k A.A.O, par* 15. j 
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set fortli in agreements between them, called concordats, for 
the observance of which tiie head of an audit office is 
personally responsible. It has been claimed that these 
concordats do not surrender tlie independence of audit, 
but merely regulate the conduct of the audit autliorities in 
their dealings with the executive. As die concoidats are not 
published documents, comment is not possible. There 
seems to be hardly any reason, however, for widiholding 
publication. Audit is a sort of judicial process, and the 
legislature and die public have a riglit to knotv in what way 
audit has already tied down its liands through the con- 
cordats, Of this we may be suie that audit may not consent 
to illegal acts or transgress die fundamental principles of 
audit ; odierwise it Avould fail in its essential duties. 

In his auditorial capacity die Auditor Geneial is given 
complete independence by statute ; in his financial and 
administrative capacity he is under die executive. But by 
convention he has been given considerable financial and 
administrative^ powers, so as to assure him of greater 
freedom in his audit work. 

The ‘ Combined ’ System 

Audit and accounts functions, we have seen, are 
entrusted to die same agency. On principle such an 
arrangement stands condemned. In practice die combined 
system is mitigated in several ways. In the first place the 
initial accounts in die treasuries or die departments are 
kept by executive agencies ; the audit authorities check die 
primary classification made, then compile and consolidate 
the accounts. Consequently tJiere is no pre-audit of 
transactions, such as one might be led to expect in a 
combined system ; because an agency charged widi bodr 
functions might as well audit each ti'ansaction before it is 
completed. In fact only a very limited number of transac- 
tions is pre-audited, and dial at provincial headquarters 
where the Accountant General’s office functions as a treasury. 
Secondly, die actual organisation of a combined audit and 

1. e.g. tlie strengtii o£ the staff. 
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accounts office prowJu for a sy‘4em of . 

wciioiw dealing >»iih aceonnU aic dislmcl from those dw • 
me ^uUi audit ; and further one tccUoti, as far as pouituCt 
acts as a clack on Uie nork of die oUicr. TJie accountant 
and die treasurer in a Ueasury provide a check on ca^ 
other's work; U.e Appropriation Audit ^tion of Uic 
Accountant General's office excrcjces a clicck on the audi 
work of various sections entrusted vulli the dcUilcu au ‘ 
of departmental accounts, llus ensures accuracy of Lie 
work done, and provides for a digrce of separation o 
accounting from audit functions. Tliirdlv, tlie . 

fc)«tem docs not prcsail in all ihe dcpatlmcnls. The lva> * 
wu >3 and the Defence Services have tJicir own accounting 
organisations attadicd to llieir csecutive offices. 

nicre arc tlirce questions v*hich must be ^ 

regard to accounts am! audit m India. Firvl, diquld.lhcte 
he a centralised sjslem for the provinces and the Central 
Coveniment? Tliat depends on the provinces, for the 
constitution provides for autonoroj m the sphere of audit 
and accounts. Secondly, should not the Auditor General 
lie independent of die aulliorilics whose transawiona he 
audits ? The answer is tliat the Auditor General and bis 


subordinates are given such independence by statute ; 
csen diougli they do not posses the strong position of being 
the direct agents of the legislature. The third question is, 
should the Auditor General be entrusted witli the kwping 
of accounts and their audit ? Tlie answer to lids has not 
^cthecn finally settled upon and we shall dierefore examine 
the question of separation of audit from accounts in a 
little more detail. 


This question may be considered from two main 
aspects ! (o) of financial control by the administration, and 
(6) of efficacy of audit by the Auditor General. On the 
subject of financial control rt is an axiom of financial 
administration that those who administer public funds ought 
to record tlieir transactions and be responsible for keeping 
expenditure witliin the allotted grants or appropriations. 
For these purposes, clearly, they should keep their own 
accounts, or else have prompt access to accounts vshich 
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they can verify are true accounts. Under the combined 
system it takes some time for tlie Accountant General’s 
otiice to collect vouchers from tlie U-easuries, to classify and 
compile tlie accounts.^ Besides the comparison between 
actuals and grants by the audit authorities is largely 
mechanical, as only tlie executive can properly assess 
future liabilities. As for accuracy in accounting it may be 
pointed out dial the Accountant General’s olEce not only 
checks the accomits but also classifies and compiles them ; 
widi the result that diere is no independent test of their 
accuracy. On all these gromids, therefore, efficient financial 
administration is not possible. 

But perhaps on die audit side the combined system is 
even more disastrous. It is against die fundamental 
principles of audit for die auditor to keep the accounts he 
audits. Secondly, the division of attention between accounts 
and audit is hardly conducive to carefid audit. Accounts 
have to be compiled by a fixed day and so audit is sacrificed 
to punctuality in submitting accounts. Routine ivork takes 
up most of die time ; inquiries and investigations into die 
efficiency of the primary check may therefore be neglected. ‘ 

Merits of Separation 

On bodi scores, dierefore, there seems to be a good 
case for the separation of accounts from audit. Many 
advantages are claimed for such a system. (a) The 
accountmg staff would scrutinise the accuracy of claims before 
paying the amounts and have the figures for entry into 
die accounts at the same time that the charges were ready. 
This would enable a better check- on payments than now 
exists and the accounts to be compiled without any delay. 
(b) Further, the accomiting staff would be attached to each*' 
office and would ivork immediately under die Finance 
Department, which is entrusted with die function of promot- 
ing economy and controlling expenditure. The accounting 

1. The accounts of a montli are ready only by tlie 24 th of the following; 

month. , ... ... 

2. Accuracy of bills and greater compliance with finanaal rules and, 
orders. 
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staff 'hould therefore \cry greatly assist in financial control 
Agaiiii being in closer toudi ^lUi ihcir owir departments 
and tliercforc con%crsant their difficulties and needs 
the accounting staff >\ouId prepare tlie budget and revi'Cil 
csUmales more successfully Hence financial control and 
asiistance \«ould gam enormously (c) On tlie other hand,^ 
audit being reiicied of routine AvorL and entrusted witli tlie 
tash of examining tlie €»mplctc»! accounts compiled by 
others, Mould bring a more detached attitude to bear on 
the accounts and concentrate on the larger issues of impor* 
taut inquiries, iine.tigatiuns. s)‘tcins of internal check, and 
‘o on It Mould keep m touch Milh tlie execuUie through 
lb inspections and local audit (</) La'^lly, and by I'aj of 
rebuttal as it Merc if ceparalion imolves Imo proccs’-cs of 
audit, the alternative, if departmental authorities are to 
exercise proper control, must involve Imo processes of 
accounting Tlie latter is Masleful effective audit botli m 
Its actual rcsulb and in lU moral and preventive effects is 
expected to pioduce savings which to <«me extent pa) for 
Its own cost SeiKiration ensures the efficiency of die account 1 
hng system and the accurac) of accounts by an indcpcndetil| 
^checC If separation is more costly llian the exi tmgl 
system, u la in some May the price to be paid for political 
autonomy and financial control 

Tlie cliief advocate in 1923 for the reparation of audit 
from accounts was Mr C E Jukes of the Finance Depart 
mcQt of the GoTCnimcnt of India The necessary peniiis* 
Sion Mas obtained from the Secretary of State and an 
experimental scheme of separation of accounts from audit 
was introduced on Uie civil side in the U P and in certain 
central departments also 

The Umted Pbovusces Scheme 

The accounts organisaUon was made directly 
subordinate to the Finance Department To eacli large 
department and to each group of smaller departmenb was 
attaebed a Pay and Accounts Office in charge of a Pay and 
Accounts Officer, and, as iax as possible, in the very office 
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of the head of the bm^Sttig to the d^epart- 

Accounts Officer scrutinised all bm. ^ ^ 

„e„t before fhe '™L™t,ro£ bankiog counter, 

treasury, Avhich then heca iled tlieir own account ; 

The Pay and Accounts Offi^i ,vhole province was carried 

but the compilation foi officer ^vho 'vas 

out in a Genual AccomU Ofce Oj- 

the immediate fpcno »£ ^ Department. TIte 

and directly subordinate t ^ j budget and revised 

Pay and Accounts OlEceis prepai Department 

esUmates, which were <ben .aiioii of demands, 

ion cheek and acceptance and prcp ^ 

Audit was entrusted to a Di Offices and partly 

out audit partly in die Pay oaeciitive offices, 

by local inspection of ^ experiment , for 

Success has been claimed- .ffectiyely 

i, is said that where the « ous 

tested, all tlie improved, for it could 

secuon were realised. Audit on larger 

effect radical improvements y because of tins 

Sues. It was f-f^Oe£cTservtes and the Railways 

.vas finally accepted by campaign the 

In 1931 owing to the .^,^^1 of the Secretary 

experiment was given up widi Sancial grounds alone 

of State who gave his conse continued on 

The separation of "ew consU^^^^ 

tlie Railways because undei the n Federal RaiRvay 

t coSlld by an md— Sc= Services conunues 
nt7;- le^Sg'^uffi^ «r= never leali, 

subordinate to die Auditor accouiiB may 

baye,^irtht1:SK£^^^^^ 

advantageous, m General. , . 

_c Arcountant , .t,,* claim. 


advantageous, m wua . ^ 

1. Having the stams of ^ finally admitted that 
Z Though government nas 
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possible lo effect changes within the combined 8) stem, so 
as to free it from some al least of its defects \»ilhoul 
increasing die cost It is held now that the present s)sle 0 i 
gives audit a much closer insiglit into financial administra* 
lion generally, and a much greater opportunity of assisting 
the Finance Department , and in practice does not hamper 
financial administration 

The Case Against Separatiov 

(1) Tlie first argument for reparation is dial financial 
control IS inadequate and dial die system of «cruliiiy before^ 
payment would remedy die situation Yet dii» system 
cannot always be immediately applied* and is suitable only 
where payments are centralist in a limited area Further, 
compilation of accounts has been very greatly speeded up > 
<0 dial figures for progressive expenditure arc ready fo^ 
use widiin a few weeks of the date of payment. Tins daU 
is sufficient for control of expenditure for the greater part 
of the year Tliirdly, the centre and the provinces have 
found die assistance given by die Accountants General m 
the preparation of budget and revived estimates adeejuate 
for all practical purposes (2) To the second argument 
that audit itself would be more effective if separated from 
accounts, the answers seem weaker It is claimed, however, 
that the test audit staff being Icss in touch with die executive 
would be less advantageously placed for the conduct of 
audit against propriety, called also higher audit The 
claim has force , but it could be replied that this scrutiny 
might as well be earned out by the accounting staff m n 
^paraled system which would be under Uie Finance 
Uepartment the department primarily concerned wiUi 
economy and propriety Hie other fact is dial a system 
^ separation vvould involve an increase of expenditure 
Ihe Fay and Accounts Office would cost as much as die 
Accountant General’s office today and m addition there 
would be the cost of the statutory audit To estimate the 
value of the argument we must see whether die advantages 
1 tg contingent expenditure wIxr scnituiy u 1 m ted to d eck against 
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derived from die system of separation are so great as to 
outweigh the cost. It is held that the present arrangements 
give almost as good results in audit as are claimed for the 
other system. Besides, die provincialisation and depart- 
mentalisation of die accounting organisation might lead to 
its deterioration. A central service^ has more opportunities 
for preserving and improving its efficiency. Again an 
accounts organisation under the executive ivill be less free 
to criticise, and check the extravagances of, the latter. The 
Auditor General is assured of an independent status and 
this contributes not a little to his efficiency in audit. As 
for die necessity of having a double audit in the system of 
separation, it may he replied that the Auditor General will 
exercise only a test-audit. Tliere ivill not be a full 
duplication of audit work. 

Perhaps the greatest argument for die combined system 
is that in practice it has proved itself adequate to the tasks 
it has had to fulfil. The movement for change has come 
on grounds of principle, not on gi'ounds of practical 
deficiencies. 

Hence it ivould be sound, we diink, to modify the 
present arrangements ; so diat fundamental principles are 
followed as far as possible widiout any undue increase in 
cost. It is not quite true to say that the Auditor General 
audits his own accounts, for die responsibility for initial 
accounts does not rest ivith him. He, hoivever, classifies 
the accounts which he compiles ; to diat extent diere is no 
check on his classification. In Madras the treasuries 
submit classified accounts to the Accountant General- Audit 
of classification has a meaning dierefore in Madras. This 
system could be extended. Tlie function of the Auditor 
General would dien be restricted to consolidation of accounts 
and dieir audit. It will be clear such an arrangement 
does not at all vitiate audit, diougli it is economical in its 
working. 

It has been found that where the Auditor General 
conducts only test-audit, his recommendations carry less 

1. It will be generally granted that tlie larger the department, tlie greater 
the scope for training new men. 
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PUBLIC ECONOMY iVND FINANCIAL CONTROL 

T«e Centre ano the Provinces 

Finance in any slate is a mailer of the utmost 
importance. Good administration aims at securing revenue 
equitably and spending il prudcnlly and economically. 
Governments like individuals must be careful in Uic manage- 
ment of tJieir financial operations, whether revenue, 
expenditure or debt, even though there are great differences 
between the economy of the individual and public economy- 
Hie individual works for a profit and the profit actually 
made U tlie lest of the eOicicot admuiUtration of tlie under- 
taking. The state roust govern well ; it must balance 
expenditure against income, it must keep down the costs 
of a service to the minimum. The lest of good government 
finance is a balanced budget, balanced not only on paper 
but in fact Again the individual is concern^ with his 
own interests and the interests of iho^e closely connected 
with him ; the slate must order all tilings always vvilh an 
eye to the future, to the interests of generations to come. 
Hence the statesman and financier may even have to oppose 
a scheme which, thou^ it mi^l promote the immediate 
well-being of the people, will impose burdens iu later years. 

. Public Economy is tlie ordering of public business" 
vfilh the least cost to the tax-payer. Financial Control is 
the means to achieve iL Tlie firei vuU deal wiUi the 
ehmmation of waste and extravagance Loth in the financial 
poli^ decided upon and the actual adminislraUon of 
services ; the second vrill centre round the agencies, methods 
and principle by whidi control in financial matters is 
exercis^. Democracy, Bryce has remarked, is the most 
expenave form of government, and in recent years the 
eipensiven^s of adminislraUon has increased. Partly, 
however, the mcrease may be attributed to the change in 
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political ideology from the Police State to the Service State, 
and tlie consequent demands on governments to provide 
more and more services. 

Before ^ve plunge into the subject of economy and 
conti’ol, we should note a few differences that exist between 
the centre and tire provinces in India, in order to assess 
rightly the problems and limitations they have to face. The 
problem of public ecoiromy and financial control depends 
very largely on the power of the people, exercised through 
the legislature, over the purse. It was pointed out in an 
earlier chapter that the control of the central” legislature 
over tire budget is greatly restricted, while tlrat of the 
provinces, within their own sphere, is fairly^ substantial._ J 

Secondly, the full burden of the sterling debt falls on 
tire centre only. Tfirs^^deBt, thanlcs to tire Targe” anroiriits 

have ''repatriated since 1937-38 and specially 
during tire present war, is now almost wiped out ; and there 
is the possibility of India emerging as a creditor country 
when the war is over. Payments for tlie service of debt 
come under the category of expenditure charged on the 
revenues. 

Again QUiTency atrd exchange are tlre^ responsibility^ o 
the_ centre which has to meet large sterling obligations every 
year.' When the balance of trade is favourable These obli- 
gations are easy to meet ; when unfavourable and tire 
exchange is weak, the problem of making sterling payments 
is difficult. 

, ’'Even a slight fall in exchange causes a considerable 
extra burden to tire government in ritpees for the discharge 
bf sterling obligations and uncertainty to those engaged in 
trade and industry. Besides it has been claimed — it is not 
for us to enter into the controversy — that the value of the 
rupee in terms of sterling has to be maintained in order 
to preserve Indian credit in the world market. The Gov- 
ernor General has the special responsibility to safeguard 
India’s financial stability and credit ; and tliis includes the 
task of seeing that normally expenditure is kept within 
revenue, that if loans are resorted to, their tenns and objects 
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are sudi as wil! nol prejudice the credit o£ 

that a sound exchange and currency policy is lolloweO. 

Tlie new constitution divides the resources of India 
betirteen tlie provinces and the centre Bui ilie_proyjnw 
though they have expanding fuiicUoii'*, nevcrtliel ess Im ve 
been allotted inelastic sources of revenue Hence the ^ 
constitution provides for assi^ments of taxes and grants to 
ihe provinces The Niemeyer Award has determined Uicir 
extent and distribution ^ To the extent tliat such taxes are 
administered by die centre, the provinces cannot be said to 
have full control of the pur^e But such adjustments are 
inevitable in a federation 

Financial control will have to face the problem of 
growing expenditure Between 1933 34 and 1936-37 there 
was an increase of expenditure by 69^^, and part of Uiis^ 
increase may be accounted for by tlie expinsion of legisla* 
tive liodies, separation of political from adramistrativo 
functions, creation of ministries and parliamentary ofTices 
creation of new provinces, expenditure on buildings for 
administrative purposes, etc On the other band provincial: 
revenues are inelastic and most of Uic Provincial Govern 
menu committed to abolishing exci»e through a policy of 
Prohibition and making generous concessions in land 
revenue The centre for its part has to deal willi the 
problem of defence m a war ridden world with its customs 
revenue on the decline 

There are broadly two wa>s in which economy may be 
effected, by economy of policy and by economy of manage- 
ment The Erst deals vtiUi the question “ What services 
should government provide ? ” and the second with “ How 
can money^ on a particular service be spent to the beat 
advantage ’ Tlie first refers to the objects of expenditure , 
the second to the manner of administering those objects once 
they have been decided upon Administrative authorities 
are only concerned with ibe latter , it is the execuUve and 
above all the legislature which should decide the first. 

1 Vide Cli. XI Financial AJiUSImnft. 
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There are broadly four agencies tliat are engaged in 
financial control : (c) the administrative officers and the 
executive which forms the apex of the administrative pyramid. 
(6) “the Finance Department, (c) audit, and (d) the legisla- 
ture. We shairexamine the methods and scope of each oi 
these agencies. 

The Administration and the Executive 

The estinmti^ andh.disbursing- officer, -as was seen in 
chapter V, isThe head of the office or department jj.nd on him’ 
^falls the responsibility of exercising the first checks to secure 
economy and efficiency, for he assists both in formulating 
{policy and in executing it. He is required to examine all 
schemes pertaining to his department, give his considered 
opinion on diem, and, if he deems useful, suggest alternative 
schemes to meet the end in view. He is in touch with all 
the details of administration and the liigher authorities must 
necessarily depend on his honesty, sincerity, discretion, skill 
and efficiency to effect all possible economies at this stage. 
No person is better fitted to eliminate waste and suggest ^ 
alternative mediods of achieving a particular object. For 
example, he knows more than any other officer the staff that 
will be necessary, the amoimt of work that may reasonably 
be expected, die quantity of materials required, etc. 

Finally, as the estimates of a large scheme are made 
up of these smaller estimates, the importance of the latter can- 
not be exaggerated. The head of an office is the man on the 
spot. If he determines to effect economies he is in an excel- 
lent position to do so. But on the other band if he disregards 
economy and efficiency, the higher authorities wiU find it 
difficult to point an accusing finger at any definite wastage, 
as in the first stage of estimating it is not the absolute value 
of a saving diat is important but die cumulative effect of 
savings in a number of small and apparently insignifican*- 
directions — ^trifles indeed that go to make perfection. Thu 
higher authorities in the hierarchy of control will concern 
themselves wth comparison and co-ordination, general pro- 
cedure and principles ; they will neither be in a position 

19 
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in this way he is able to criticise eipenditure ^1 

points of economy, regularity, financial policy and tcchw 
correctness, 
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To co-ordinate and conttol Ibe Mork of the 
and dUbursing officera, who ate *e first liiA ™ ^ ) 
of financial control, there are lie controlling 
Ihrougli ishora tlie estimating officers foi^'ard llieir esU^ ^ 
to the adminislratUe departments of die pvemment. 
authorities scrutinise Uie estimates submitted to mem m 
light of comparative data, past experience and the 
tions given by the estimating officers for 
estimates from the figures of past years. The hea o 
office 18 apt to take Iasi year’s expenditure as me 
which to construct the present estimates ; to follow the i ^ 
of least resistance by allowing things to go on as in the p^ 
is a great temptation for him as for any other mortal, 
effect changes will call for a deal of correspondence vn^ 
the hi^er authorities, require a number of questions akin 
to cross examination to he answered and, worst of all, 
disturb the good relations with the staff. No head of 3^ 
office wants to plunge into a new state of affairs which he 
does not know, when he has already an organisation rnnnuio 
smoothly without tioiiLle. This tendency to leave things as 
they are is one of the problems which have not been fully 
settled — even llie Finance Department seems to be no 
tion — and given human nature as it is, may never be setlied. 
Once an expenditure is sanctioned it goes on Dora year to 
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year until owing to a depression or a cataclysm a legislative 
or administrative committee is appointed to inquire into the 
‘ possibilities of retrenchment. The controlling authority 
examines whether tlie estimating officer has given thought to 
each item of expenditure ; from a comparison with other 
offices he suggests lines of investigation witli a view to eco- 
nomy, and, if he finds fault with tlie system follmved, calls 
for further explanations. He then consolidates the estimates 
he has received and forwards tliem to the administrative 
department with his remarks. 

Controlling authorities also distribute the grants and 
appropriations for die year to die disbursing officers. Each 
disbursing officer must watch the progress of expenditure on 
the items under his conti'ol, and bring to the notice of the 
controlling authority any tendency to excess or saving. The 
controlling authority also watches the progress of actuals in 
all the offices under his control and is, therefore, in a better 
position to judge if supplementary grants will be necessary, 
and advise transfers from one unit of appropriation to 
anodier. 

The final administrative authority is the department of 
government concerned with a particular subject or group 
of subjects. These administrative departments may be con- 
sidered in their relations with the subordinate administrative 
authorities, the Finance Department, the ministiy (at the 
centre die Executive Council), and the legislature. 

The administi-ative department is concerned with both 
policy and management. From its subordinates it gets the 
details of schemes fully worked out and where possible 
even alternative suggestions ; to the Finance Department it 
submits all its proposals for an examination of their finan- 
cial implications and bearings ; dirough its political head, 
•the minister-in-charge of die department, it participates in 
all discussions of policy ; before the Public Accounts Com- 
mittee of the legislature it is answerable for all irregularities 
in finance committed in the department and by subordinate 
officials. 
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The administrative department distributes granl^ 
mimicated to it by the Finance Department, to the con 
and disbursing officers, ll is the duty of the 
department to viatch the p ogress of expenditure, aM it | 
power to grant re-approprialions between heads 
to a minor bead If expenditure is likely to exceed 
grants it must take steps to have the exc^s regularised j 
supplementary appiopnations 

There are three departmental checks imposed, thert 
fore, on financial affairs , first, the check or contrcil exffl 
/ cised by the estimating and disbursing officer , secondly, 
scruUny of the controUmg authority , and lastly, tn 
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’^'supervision of .Uie administrative department, which bears the 
responsibility for all the business under its control. As we 
go to higher levels in the administrative hierarchy, meticu- 
lous control of details is lessened and more attention is paid 
to general principles and policy. 

No matter having financial implications may be pre- 
sented to the ministry, rmless it has first been examined by 
tlie Finance Department. The Finance Department is con- 
cerned not with the general policy to he followed (very often, 
and certainly in tlie case of major schemes, this is laid down 
by the ministry), but with tlie cost of a particular scheme 
and financial procedure in general. The Finance Depart- 
ment examines the financial implications of a scheme in all 
it^ bearings’. ‘ It calculates tlie cost of each item or' 'checks 
tlie' cost 'as given by tlie administrative department, investi- 
gates the necessity for die items, states whedier the estimates 
are in excess of requirements, whether the expenditure is 
recurring or non-recurring, and whether taxation or borrowing 
will be necessary. The administrative department has to meet 
the criticism of the Finance Department, and if matters are not 
settled by correspondence or personal discussion between 
the secretaries and ministers, diey are referred to die ministry 
for decision. 

The administrative department assists die minister ^vho 
is the head of the department. The minister being an 
amateur in administration restricts himself to the higher 
issues of policy. The department must work out the details of 
diese issues at a minimum cost. Under die new constitution the 
Governor General and Governors are entrusted widi special 
responsibilities, and the obligation is laid upon the minister 
to bring to die notice of the Governor and the secretary to 
die notice of both minister and Governor all questions involv- 
ing these special responsibilties. In all minor matters the 
minister and his department are autonomous and both are 
responsible for the plans they sponsor. The administrative 
department, therefore, in relation to die executive is asso- 
ciated ividi die framing of policy, and is at the same time a 
co-ordinating and controlling authority over its subordinate 
ofiicials. 
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experience at all of running an office But ibe nU"* 
does or ouglil to bring the invaluable qualities ot 
inonsense and of power to decide beUveen contlicung 
experts ^ Hence the minister is almost totally conceme 
with policy lu minor matters die roniisler decides tbe issti 
on I IS own responsibility , m other matters he acts ^ ® 
decision of die cabinet of winch he is a member His ml u 
dice in die cabinet will depend on Ins personal abilities and 
the policy to winch die parly in power is comraiUed lb®: 
Finance Minister lias always to plead for econom>, dial 
IS his business If die Prime Minister backs bim, dieii diCi 
government as a whole wifl lie economical and careful aboutj 
all expenditure H however lie Finance Minister is wilh-j 
out support, as has happened at die centre lus pleas for 
econoni> will l>e mero cnes in the wilderness It is the^ 
executive which reviews the estimates of all and decidcsi 
points of dispute between, the departments As m patlia 1 
mentary democracy die government with its party majority 
t } W HilU The Fmanec of Gevernmtnl p. 17 
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mdupcnsaifc to Uio people or to eood odm.nietroUon UcK 
IS also such a Uiing as departmental loyalty Evc^ dc^ 
ment feels tliat any economies it may effect will not M 
available for its oym expenditure 

transferred to some oUicr department which does not ewre^ 
economy so scrupulously As bctv.ecn its subordinates the 
<Icpartment, looking to its mlercsis as a whole, may reason 
ibly be expected to divide witli fairness the total grant 
placed at Us disposal So likewise die Finance Depart 
ment is best equipped to divide the reienues between Uie 
tliffercnt departments, both according to tlieir requirements 
(which may he dictated by government’s policy Jinse 
from sheer necessity) and tlic total amount availabe o 
government 


A strong Finance Department is almost indispensaWe 
to economy and good government But Uie slxcnglh of the 
Fmance Department can never be greater than tbal of the 
government and the Finance Minister If the government 
Itself is not sufficiently powerful in the legislature the con 
trol of die Finance Department is useless because legula 
ttvo committees may so amend ibe original scheme of esU 
males as almost to frame another This used to happen m 
the USA. till recenUy Again, unless die ministers of a 
cabinet acknowledge the position of the Finance Minister 
and the Prime Minister gives him due support, die control 
of the Finance Department will be ineffective 'Iliis happens 
m France where each department frames its own estimates 
and looks after lU own disbursements, and the Finance 
Department is reduced to a mere consolidating and advisory 
body with regard to estimates and a mere agency for pro 
vidiDg funds to make disbursements. 


We may now consider die control of the Finance’ 
Department in greater detail fust as reg^d^^ expen diture, ^ _ 
secondly as regards^reyenue, and thirdly a^egards all other 
financial functions 


The scrutiny over expenditure is undertaken to con 
sider the financial implications of any policy or proposal. 
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*ame care and diligence in the tipcndilure of public money 
as an individual with orduian pnidcnce migM rW»onai>ty 
he expected to cxctci^ in the exiniiditure of ^ own 
money Given liumaii nature Uiis is too \-ague and ideal , 
hence tlic codes issued b\ govcniinent for llie guiuauce ol 
Its -ervant* banclion by a coinjietenl authority i» one con 
ditiun for expenditure , the oilier is Uul luflicicnl funds are 
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audit IS conducted 


Tlie Finance Departn enU it lias been remarked above, 
luuel }udiciallv evaluate the demands from the different^ 
department* One consequence of tliu is that llie Firunce| 
Department mu t vyoid maLiog cxccplioDs in imlin duaV 
ca&es An exception creates a ptcccilenl and die final fuunf 
cial implications may be considerable. Impartiality aod 
equity demand Uiat uo favouriU'm ‘huuld be shown Every 
goveminent servant, for example. niU't be treated accordmg 
to ll e rules and pnvilegcs applicable to him.- The other 
ron*cquence is Uiat it must co-ordinate expenditure, for it 
lias much comparative data at its di pu-val Every depart 
menl is familiar vutb its own work and tlie conditions under 
which It is carried on But tlie Finance Department know* 
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the Finance Department should also adequately control 
revenue is obvious ; but the degree of control varies 

At the centre tlie Finance Department through the 
Central Board of Revenue is in close toucli witli the collec- 
tion, the difEcullies encountered, the causes of fluctuations, 
and the vanations of actuals from the budget estimates or 
receipts 

In ibe provinces tlicre is a separate department for 
revenue purposes owing, so it is claimed, to the variety 
and magnitude of the problems involved Land Revenue 
administration, for example, is entrusted to the Revenue 
Department Hie oUier provincial sources of revenue such 
as excise, stamps, registration, forests and water rales are 
managed usually by tlie Revenue Department, though the 
administration of excise is cnlnisjed sometimes to another 
department Each department has its own codes and rules 
for tlie assessment, collection and remission of revenue, and 
the control of tlie Finance Department over it is limit- 
ed, even though on certain matters' no orders may 
be issued widiout previous consultation witli the Finance 
Department This department is kept informed of the 
progress of receipts by periodical reports and has the 
authority to advise tlie department concerned about the 
progress of collection and methods of collection employed 
The control of tlie Finance Department over revenue is 
therefore limited Tliere is no detailed scrutiny as is Uie 
case with expenditure Audit against receipts is also limited 
. Hence control over revenue is weak at both ends Tins 
arrangement requires modification 

Besides revenue and expenditure die functions of tlie 
Finance Department extend to all proposals regarding laxa 
tion, lo borrowing and public debt, to maintaining the 
mmimum balance with the Reserve Bank and providing ways 
and means, to managing certain funds preparing die budget, 
distribulmg die grants, waldiing die progress of actuals and 

t le. nutter* wl ch nmilvc any Rrant of kid. or ass enment of revenue 
or concession, grant lease or license mineral or forest rights or a 
Tight to water power or any casement or pnwlege in respert of *uch 
concession or any rdinQuisbisent of revenue for which credit lus 
been taken ih the budget 
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adequate and efficient, and bow far it calends 
ll,rFinance Depatunenl like any olljer ^ 

neither dictate not aeto po!ip, wbi* H 
concern and responsibility of the soaeninient The UnanM 
Department places before EOtenunent all the financial t 
■ licauens tile immediate cost and ultimate comi^enl, M 
that Emcrnmcnl ma) arrive at a wise decision Iho poui^ 
ol prohibition lor caample, entailed scry serious financial 
consequences llie loss ol lescnuc on ibe ono hand n^ U 
eroiilli ol cipcndilure on the other, and the Finance Uepan 
menu mu'^l lla^e ‘•urely placed all t]>e data before 
mmislnes But die polic) as bad doMTi b) ibc mims- 
Uies prevailed and die Finance DepartnicnU, quite a» 
carefully, ^^Qrkcd out stlieme® of taxation to make up 
lost roenue. L\en on the question of taxation 
eratnenl that decides vbether a particular tax shall be 
levied or not the Finance Department merely places 
material before it e g die probable yield at a given rate» 
the difficulties of admimstraiion, the cost of collccUont 
opportunities for eva«ion etc Tlie re«pon«ibiliiy for poucy 
must be un(linchingl> borne by the government , it cannot 
divert Itself of that responsibility 

1 Secondly m matters vihere policy is nat involved the 
jFiiunce Department lias a special position aulhonlfi 
though as regards revenue its control is very limited Etcii 
as regards expenditure there arc some departments whicr 
because of ihcir hi^ly technical nature or because of dicii 
connection with the most essential functions of die slate, 
e g defence, usually have their own way Even in England 
where Treasury control and prestige are at their ligbcst, 
the Anny ^a \7 and Air Force estimates are pracUcally 
•titled independently of the Treasury , at any rale the 
scrutiny is very limited It is in the civil spendmg depart 
ments that the control ol the Finance Department u the 
closest , even in mailers of detail lU opinion prevails Of 
course all doubtful ca«es, that is cases which arc on the 
border line between detail and policy, and all disputed 
ca^es are cither settled by discussion between the ministers 
concerned or referred to the cabmet for its decision 
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Tile Finance Departments liave been modelled on that 
of tlie British Treasury. The British Treasury because of 
its long tradition can almost refuse applications from de- 
partments witliout giving reasons, Uie onus of justifying the 
proposals resting on llie departments themselves. Tradition 
in India has tended to make tlie Defence Services a privileged 
department, and furtlier owing to the omnipotence of tlie 
Go\enior General (unlike lliat of the British Prime 
Minister) the Finance Member at the centre is helpless, 
unless he has tlie ear of tlie Govenior General. In die 
provinces, Uie Finance Departments are comparatively 
recent ; yet the very fact lliat some provincial Premiers have 
included finance in tlieir portfolio is a healthy sign that 
ministries want dieir Finance Departments to be strong and 
effecthe in promoting economy. 

Lastly, does the Finance Department exist to hamper, 
delay or irritate the other departments by vigorous scrutiny 
of tlieir proposals ? Evidently not. Much understanding, 
tact and sympathy aie required from die Finance Depart- 
ment. On the other hand firmness is equally required, or 
the departments will start proposals to which they have 
given insufficient thought and care. 

Audit 

The third agency of financial control is the Ajrdit 
Department and its control is exercised dirough a sort of 
PQS,L-jacu:lem_examination. Aiidit ejmraines_the, accounts of 
the exe cutive’s, tiansactions and-xeports on them. Audit is 
not responsible eidier for the policy followed or the actual 
administration ; it investigates the accounts to see primarily 
that the executive has not exceeded the grants or appropria- 
tions allotted for specific objects, and in the next place 
whether in the course of administration there has been 
waste or exU-avagance. All die different kinds of audit 
conducted fall under one or odier of these two heads. 
Hence audit is concerned with legidarity ra dier th an..widt 
economy. 
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In order lo discliargo these critical luncUons wllloiit 
fear or fatour tlie Auditor General and Ills stall hate heea 
gnen on independent status Audit is not onl)^ 
dent of iLe departmcnls but «en of tlic executive* 
idea of reporting lo Parliament of the “^cgiuanUw » 
admmislraUon v^as given effect lo m England only in lew 
by Uie appointment of a Comptroller and Auditor Genera » 
but it must be acknowledged that eucli a procedure u * 
necessary stage m fmanaal control If die legislature must 
control die pur«e then it must take accounts from those 
whom It appoirta as its ‘•tevvards in the tnanageoienl o 
finances Audit is die agency by whicli such accounts are 
examined Tic power to vole supplies, widiout knovrmg 
whether its commands are obeyed or not, is madequale for 
efficient control by the legislature 

The jeports of the Audit Department are placed bef®^ 
the legislature and a legislative coomiiUee called die PujdiC 
Accounts Committee^ goes through the report vodi the help 
of the Auditor General, examines heads of departments »£ 
necessary expresses its disapproval of the major irregu 
lariues and recommends improvements The coromiUce 
does not take any disciplinary or drastic action , that ^ 
taken hy the Finance Department It is said of the Dritish 
Treasury that it roars out like a hon where the Publit 
Accounts Committee has criticised very mildly like a Iamb 
This sort oI censure is very effective ‘ The Treasury d£ 
not spare the tod The Committee's reports are drivei 
home with force and energy”^ It is not certam whether 
the Finance Department m India has altamed that degree, 
of influence and authority But certainly in the vast 
majority of tecommendalions of the Committee, tho 
Finance Department has taken acUon The fact that the 
head of a department may at any time be called upon by 
die committee to explain some delinquency is an effective 
deterrent on a would be sinner, the fact that the Finance 


The AiKhlor General beats the bai and starts the hare the Com 
nuttee runs it down and the Treasury breaks U un.”— E. H. Youne. 
op. qL p. 153. 

J W ILUs, TAe F nance of Government p. i2> 
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Department will follow it up by censure and direct action 
is a still further deterrent. Hence, it is easy to see, audit 
controls by preventing irregularities — a negative sort of 
conti'ol, but nevertheless very useful. Sometimes, of course, 
it is not the department but the system which is criticised 
by tlie committee, e.g. simplicity in the presentation of 
estimates. On tliese questions tlie Finance Department 
gives the suggestions of the Auditor General and the com- 
mittee very careful consideration. 

^ Audit assists the legislature ; even more it helps the 
J Finance Department and the executive, more in the sense 
.that it brings irregularities to the notice of the Finance 
Department during the course of the year. We saw above 
that by sheer necessity the Finance Department is obliged 
to delegate financial powers to the administrative depart- 
ments and their subordinate officers. These poivers are 
contained in codes giving rules and regulations for the 
conduct of financial business, account-keeping, receipt, 
expenditure and safe custody of public moneys, etc. Audit 
examines whether all these rules have been faithfully and 
carefully followed ; audit is therefore, in a sensejJ^e..3gent 
of the Finance Jl^partment which is_ thus informed ho w 
things are going on. The dose association and harmonious 
relations bFuveen audit and the Finance Department are 
therefore one of the most effective instruments of financial 
control. Between tlie Auditor General and the Central and 
Provincial Governments concordats have been signed which 
regulate tlie raising of objections by the former and their 
settlement by the administration, and which regulate tlie 
publication of irregularities in the government accotmts. 
These ‘ concordats ’ have been kept confidential, but there 
seems to be every reason why they should be made public. 
Audit acts on behalf of the tax-payer, and the tax-payer 
must know of all the limitations, voluntary or otherwise, 
that are imposed on his agent. 

The Legislature 

Under the parliamentary system the executive is really 
a committee of die legislature and a committee that is jointly 
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rcspomibk Hence ullimnte conlrol in mnUe« 
and adminislralion icsls Kilh ’ „f Cnancul 

not mil. anj sinsk depa.lmcnL S /, 0i„ „„e 

policy, nliidi may atnai at any Ume but cliKtly at ^ 

S budget preparation, tbe diliue 

eaecume It mil dcciJe nbat Itcsli schemes ot ^ 
should be taken up, how the “hat 

obtained, what new taxes, if any. shodd mvieu, 

loans or borrowings should be made, etc. 

Hons whicli the gorcmmenl collecliicly mu-t 
Umes ibe deciaion of Uic cabinet is also required on q 
of daily administration because Uiev concern «^me or 
goiemmcnt departments, eg- fmanaal pos»cra 
different adminisliaUse aulhonbes, salary gradc^ ii-ncc 
CCS and pensions reduebon or increa«c in pay^ etc. 
unless tbe goicmracnt as a s»hole is inspired by * 
economy, no matter what efforts the Finance Departmen 
may make, financial control will nerex be effiaenU 

The legislature on the other band is concerned only 
with policy , It u scry lU-equippcd to discuss details o 
financial administrabon and managtmenU Eitn on que^ 
bons of policy the power of the legislature is limited 
pracUce, because the cabinet has Uie support of tbe oiajoritj 
in die legislature As regards expenditure llic esbmalW 
ptc«ented by the executive reveal the policy lliey ® 

foUovr , and the legislature is a^ked to vole the demands for 
grants. By con^btuUonal theory it is the legislature which 
must vole supplies, — that is the power of the purse, the rea 
control over the executive It is open to the members ot 
the legislature to change the policy or rather to force the 
executive to change their policy by not voting suppbcs 
In practice, “ once tbe estimates are printed, their fate is 
sealed ” Tbe legislature cannot increase an estimate, as 
each esbraate before beuig considered mu't be recommend- 
ed by the execubve. The legislature cannot decrease it 
either, because it will he made a question of confidence m 
the government itself and members are not likely to vole 
against their party on trivial matters. Hence the power of 
voting supplies used in Great Britain to check the 
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extravagance of the kings is to-day of no avail. It lias 
even been found tliat legislatures are more extravagant 
than tlie executives, and hence the restriction on the privi- 
leges of members witli regard to increasing expenditure or 
taxation. In India tlie legislature has a fiuther restriction 
on its powers. There is a fairly large amount of expendi- 
ture which comes under the heading “ charged on tlie 
revenues ” and is tlierefore outside tlie vote of tlie legisla- 
ture. The responsibility for sucli charged expenditure is 
entirely that of die executive. 

On matters relating to taxation the voice of the 
legislature can make itself felt to a great degree. The 
initiative rests widi die executive ; the legislature may either 
accept, reduce or reject the tax proposals. But if expen- 
diture has already been voted (and tax proposals are taken 
up after demands for grants have been sanctioned), the 
legislature has its hands tied down to some extent ; for it is 
xmreasonable to vote expenditure and not to provide the 
means to meet diat expenditure. 

Borrowing is entirely done on executive responsibility, 
though it may be limited by an Act of die legislature as 
regards amount and guarantee to be given.^ So far no 
Act has been passed by a provincial or the central legisla- 
ture for these purposes. 

Tlie conclusion is, therefore, that the control exercised 
by the legislature is confined only to large questions of 
policy ; and that even here in practice diere are severe 
restrictions. The ivorst feature of modern legislatures, as 
has been remarked,Js their tendency to extravagance radier' 
than economy ; and this is due in large measure to public] 
opinion which favours more and more expenditure. 

To exercise financial control the legislature has two 
kinds of committees ; the one, called the Standing,i!inance 
Committee at the centre and Finance Committee in the 
provinceSj^vhich scrutinises all fresh items of expenditui'e, 
and the odier, called in botli die central and provincial 
1 . Vide Ss. 162 and 163. 


*5 
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dtlurc tn all departmenU (h) to economy 

lump sum grants (c) to sugecl rctrcncluncnu and c ^ 
in eapenditure and (d) gencraUy to 
Department on such matters as may he referr 
Tlic committee was constitnt^ to give 1^® 
an opportunity of examining Uic 
Goiemment estimates are admitlcdU 
inlticale, and tberefore demand special and ^ 

ledge on tlie part of tliosc examining them The rin 
Committee is entitled to call for explanations on “"T ^ , 

It desires question the propriety ol expendiUite and sugg 
economies It has the opportiintly of studying ptoll^_ 
in detail and therefore Uoolng their bearmg on the 
cial policy of the gotemmenL This knowledge is T 
usefid becau *^5 *hould the goiemment set aside the xteo 
niendalions of the Finance CommUlee vliich is pu 7 
advisory, tlie members will be belter equipped to criU 
goTcmments policy m the open bouse Usually goT«n 
men! will not go to the legislature when tlie committee 
turned down any proposal as the fact that the coromittw 
has disapproved of it will be a strong inducement for the 
house to go against the government Tlie committee *»ti 
siders only volable items , but ihe Finance Department ha3 
decided ordinarily to refer new proposals for 
expenditure m the ‘charged* category to the committee f<^ 
its advice The commiUee also considers cases in wrbicii 
supplementary grants are required. 


The shortcomings of Uiis committee are apparent It 
IS merely an advisory body with no voice in matters ot 
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policy. It may range over the whole of the civil estimates ; 
but it has too technical a task, if it desires to suggest- 
economies in the different items. Such a task must neces- 
sarily be left to the administration. The success of the 
Finance Committee has chiefly been in those cases in which 
new items were considered.' As this is a question of policy, 
and as the Finance Department furnishes memoranda on 
the items before tlie committee, tangible results are possible. 

In the provinces thei'e are Finance Committees to 
advise on new items of expenditure and on financial matters 
that may be referred to it ; to advise on proposals for, and 
even to exercise such powers of, re-appropriation within the 
competence of the Finance Department, as the legislature 
may authorise it to exercise. The number of members 
varies and generally the Finance Minister is die ex-officio 
cliairman of the committee. The provincial committees 
also have been successful as regards new items. 

Sometime in September 1938 Sir James Grigg, the 
then Finance Member, outlined proposals for an Estimates 
Committee for the centre, based no doubt on its British 
counterpart, die Estimates Committee of the House of 
Commons. But the Estimates Committee in England has 
been admitted on all hands to be a failure. “ After weeks 
of deliberations,” says Hills, “ on the Navy estimates, the 
only substantial recommendation was for a reduction in the 
supply of tobacco to- sailors ! ” It will be useful therefore 
to see briefly why it failed in England, so that we might 
profit by that experience to avoid mistakes in India. The 
Estimates Committee consisting of fifteen members drawn 
from all sections of the House of Commons ivas first appointed 
in 1918 to “ suggest the form in which the estimates sliall 
be presented for examination, and to report what, if any, 
economies consistent with the policy implied in those 
estimates may be effected, therein.” The italicised words 
are important, because dierein lies the chief source of the 
failure of the committee. 

The British cabinet is formed from the majority party 
in the legislature and cabinet responsibility is one of its 



310 riNA>aAL ADMlMSnUTlON IN INDIA 

mam characlerisUcs Hence pohcj can nc«r be suit^ 
dered lo any committee of Uie Iiousc. hstunates 

Commiltee, therefore, is precl«<Je4J*5n?_eCl®r’n^ni9_3“£2: 
Dons of polic) But as sse saw aboxe, it is preasly on poUjf 
that the legislature is best fiUed to pronounce Hence tbc 
failure of the Estimates Committee Secondl>, oen apart 
from policy the Estimates Commiltee could not go into 
econoinies of expenditure because esery \ole on expendi 
ture may be treated as a sole of no-confideucc in the 
cabinet This «eem» to proceed from the principle iha 
no go\emment will be worthy of its place if U penniltcd 
Its e Umates to be seriously resisted by the Opposition 
But as Higgs and olbera maintain there ‘^ems to ^ no 
ground for rejecting such suggestions for alterations m 
estimates vilely on the ground of possible economies cannot 
be regarded as an encroachment on roxoistcnal responsibibty 
or a reBecUon on the mini ters concerned Tliirdly^exarotna,. 
tion comes after the esbmates haNe been pre^teH 
therefore, discusaioos of die committee ha\e little effect. The 
committee would be mudi mote useful if it were consulted 
before the estimates were presented , m that e\ent the 
cabinet would not be m the awkward position of Iianng to 
go back on its omu figures. Lastly, and perhaps the luort 
unportant as wiU be shown later, the Estimates Commitlcc 
isjiol- assisted by technical experts. CNcn when examining 
questions of pure economy Without this assistance it is 
dUBcult for laymen to go into intricate details and place 
their finger on the correct spot where extravagance is evident- 

Tor these four reasons the Estimates Committee has 
been a failure m England We have now to ask if there 
Is any ukelihood of the Estimates Committee becoming a 
success in India The answer may be provided by examin 
log the above four pomts m regard to the centre and the 
provinces, and other releTant matters 


Hrsl, the constitution of India ia m a Iransitoir slate 

and RiTCs expression only to partid self gov emmenL While 

Uie House of Commons is soveiui^ the Indian legislatures 
have their powers hedged roood with restnctioos and 
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safeguards. If the committee of a sovereign legislature has 
been rendered impotent, -what fate awaits an Estimates 
Committee in India at the present political stage may be 
easily imagined. All ‘ charged ’ expenditure will be ex- 
cluded from the committee’s purview ; further its examina- 
tion will be restricted to a group of estimates selected by 
the Finance Department. For the first experimental stage it 
is suggested tliat “ the Survey of India, Botanical Survey, 
Zoological Survey, Archaelogy, Education, Medical Service 
and Public Health might form a suitable group.’’ Hence 
of die total expenditure the committee will examine a small i 
part of_a small yotable fraction. Evidently a mountain 
laboiming only to produce a rat ! Secondly, the system of 
government being parliamentary and on the British model, 
poiicy.jvill.be.mutside the committee’s scope. Thirdly, the ’ 
esti mates jwilLbe. examined aiter- they .are presented, to the 
legislature, when they_are quite stale and when most pro- 
bably government would make any serious change in the 
estimates a test of confidence or prestige and squash it. 
The existing Standing Finance Committee does influence 
government decisions just because the estimates are in 
reality confined to certain specific problems, viz., new items, 
and submitted for examination before tlie estimates are 
presented to tlie legislature. It is said that perhaps the 
committee’s recommendations wiU have effect on next year’s 
estimates, and hence financial control by the legislature will 
be advanced by ttvo years, as tlie recommendations of the 
Public Accounts Committee are only on the completed 
accounts of a year and therefore of no immediate efifect. 
But then tlie scope of the Estimates Committee is very limit- 
ed ; it applies only to a very small group of items. Besides 
the question of the form of estimates will also be excluded 
from its purview as that falls more properly within the 
scope of tlie Public Accoimts Committee. Lastly, no pro -^ 
vision has been m ade for staff assistance. Without it the 
committee, we may safely~iay, wilTbe thoroughly useless. 
The proposal by Hills and others with regard to die Esti- 
mates Committee in England is that it should be given 
adequate expert assistance. It will then, like the Public 
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AccounU Committee which is assisted hy the Auditor 
General be o{ some use, because at least certain concrete 
points HiU be examined and suggesUona made 

We ma) conclude tl erefore, llial an Eslimalra 
nullce in India will not improie matters Two diEculti» 
must be o>ercome, first ministerial responsihilitv and 
««iondly nofiiotable categories of expenditure Oo 
first point tlie practice ma) be started for the executiie imt 
!o construe suggestions for economy as a reflection on tee, 
ministers The power of the American and French execu 
li\es It IS said, is not so jealously guarded on the score of 
niinisleria) responsibility True, but then the whole system 
of financial procedure changes , and it is not enough when 
considering financial procedure to consider onl) certain 
points of it The financial system must be judged in its 
totality, and the British s)stem, we submit, is superior to 
both the American aud the French As for llie second point 
nothing less than constitutional amendment can remedy it 

It is possiile that a self governing India may adopt a 
different financial system from die Bnush , and then certain 
suggestions may well fit m But it \ ould be well (o bear 
in mind that tl e British s)»t(an with all its faults (and there 
are many) has been more economical and efficient than that 
of most other countries. 

Tlie second type of legulatiTe committees in connec- 
tion with budgetary procedure a the Public Accounts 
^mmittee the in Iromenl by which the Iegislalure> roah® 
their execuliTCs responsible to them and h) which financial 
o^tr^ 18 exercised albeit afler ihe happening of the evenU 
Tne Public Accounts Committee is a standing committee 
of the legislature commuted at the commencement of eadi 
session under tlic LeguUtire Rules for ihe purpose of 
scrulmising ibe reports of the Auditor General on the appn^ 
pnation accounts and such other rratters as the Finance 
Department may refer to the commillee Tlie conunitlee'' 
consists of elected members, usually abo ut twj dve-an numlicr, 
drawn from all parts of the home by means of the single 
1 ^K^e Lcsistalive Rule*. Appendix Vl 
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transferable vote. The Finance Minister or Member is an 
ex-officio member and has also the right to be chairman 
though he may -waive this right ; and then the members of 
the committee elect a chairman from among themselves. It 
is the practice in England to appoint the Leader of the 
Opposition as cliairman of the committee. In India the 
Finance Minister or Member is usually the chairman. Th(| 
English system tends more towards economy, for the Oppoi 
sition is usually more alert than party members to examine 
cases of irregularity. The healtliy democratic principle of 
respecting the claims and wishes of the Opposition has not 
yet foimd a place in India. Not a happy augury, for healtliy 
conventions give a tone to the financial system of any country. 

The members of the committee are elected for a year 
but may be re-elected. The procedure in the committee is 
regulated by tlie chairman who in the case of an equalitj'^ 
of votes has a second or casting vote. The committee is 
assisted in the province by tlie local Accountant 
General and at the centre by the Auditor General and tlie 
Accountant General, Central Revenues, who are not mem- 
bers of the committee but are invited to attend its meetings. 

The scrutiny of the committee of the appropriation 
accounts and die audit report thereon extends to the 
following : (a) that a grant has not been exceeded, {b) that 
no money has been spent on purposes not sanctioned by the 
legislature, (c) that expenditure conforms to the authority 
which governs it, (d) that every re-appropriation has been 
made in accordance with the rules prescribed by the Gov- 
ernor General or Governor acting in his discretion or by the 
Finance Department, (e) to examine accounts of stores and 
stocks and also trading, manufacturing, and profit and loss 
accounts (where tliese are ordered to be kept by tlie Governor 
General or Governor) and the audit report thereon.^ 

The committee is concerned strictly only ivith voted 
expenditure but by convention observed ever since the 
introduction of the Public Accounts Committees, it deals 
with both voted and non-v otable -expenditure.. Audit reports 
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on commercial accounts or accounts of receipts or of stores 
and slocks arc also consitiered in detail 

The committee examines ihc rcpresenlatt>cs of 
departmenU concerned and nli«i necessary summons the 
ofTiccrs more directly responsible The committee discusses 
and offers its criticisms and recommendations on any matter 
mentioned in an appropriation account or audit report. But 
the committee is not an cieculne body , it llierefore may 
not disallow any item or issue an order or tabe disciplinary 
action eicn if tJie imestigation clearly shous that an irxc 
gularity has been committed It only calls altention to the 
irregularities or the failure to deal with tlicm adequately 
It expre)scs its opinion, and records lU findings and recom^ 
tneodations It is left to the Finance Department and the 
execufne to g»e effect to Uiose recommendations We said 
above dial the Briti'h Treasury males u^e of the committees 
strictures to press home its warnings for ecoaomy The 
Finance Department here follous a similar though milder 
course, and informs the audit aulbonties of the action tabeji 
on the committee’s report 

The diairnun of tlie committee presents its report to 
the legislature and moves that it should be taVen into con 
sidemlion A day la usually allotted for tlie discussion of 
Uie report, when several important points of great interest 
to the general public are discussed On this occasion excess 
votes on amounts over and above ihe authorised grants arc 
taken. The discussion oi the report can surely be made a 
more important affair than it is today Such discussions 
made available to the public Uirough the pre«s "would 
stimulate public interest in fuiancial administration and 
ifie promotion of economy As things are, the discussion 
parses off without any public interest being created 

The finance accounts are an auditor’s presentation of 
all the government accounU There seems to be a good deal 
la favour of the Public Aooounts Committee examining the 
finance accounts also Scrutiny of appropriation accounts 
by calling departmental office« for explanation and by 


PUBLIC ECONOMY AND FINANCIAL CONTROL 315 


outspoken criticism of irregularities helps legislative finan- 
cial control. But an examination of the finance accoimts 
would he more comprehensive, as it would extend to the 
entire receipts and disbursements and ■would he in the 
interests of public economy. It would also be more closely 
followed by the legislature and the tax-payer. Finance 
accoimts are published before the budget for the coming 
year is published, so as to be of use to the legislature in 
following tile income side of tlie budget and appreciating 
tiie different proposals for fresh taxation or borrowing or 
remission of revenue. 

The Public Accounts Committees are not concerned 
with economy but rather ivitli regularity, i.e. ivith the spend- 
ing of money for the pm'poses and in the manner prescribed 
by law, in order to prevent waste and extravagance. Eco- 
nomy is left to tlie administrative departments and to the 
Finance Department. As far as regularity is concerned the 
Public Accounts Committees have been useful. Referring 
to the work of the provincial committees in 1932-33 Sir 
Ernest Burden, the then Auditor General, said : “ Hie man- 
ner in which the business of the several Committees has been 
transacted has been exceedingly satisfactory and of great 
practical value to my department and I ivish to repeat the 
opinion I expressed last year that in general the Public 
Accounts Committees exercise an increasingly effectual and 
salutaxy influence on tlie administi-ation of public finance.”^ 
One advantage has been better budgeting for die margin 
of difference betiveen estimates and actuals has decreased 
considerably. 

Much also depends on the type of men elected to the 
committee and on the calibre of die members of die legis- 
lature. If die legislature wants economy, it can enforce it. 
No cabinet can afford to ignore die wishes of the legislature 
continually. 

In this comiection the influence of public opinion 
counts a great deal. The Svdss system is very economical, 

1. Quoted by P. K. VVattal, A B C of Indian Gavcrn>mnt Finance, 

p. 48. 
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because tlic people of Switzerland arc by „ 

economical Tlic cry in India is for more an ^ 

pcntluiirt , and U is possible that m the ^ 

proRress by leaps and bounds economy m 
will be sadly ignored It is difficult for a popu ar S 
meat to resist the extravagant tendencies of , 

Steps must be taken to interest the people ui the . 
adinmistralion of the country B) gi'ing adequa e p 
city to Oie fmincial business of the iegislalur^ ® S* 
budget the general discussion on it, the voting ® 
tlie discussion of the Public Accounts Committees *^**jLg 
etc, llie people cin lie educated into apprecialmg ^ 
fmancial problems of die province and the country * 
not enough to tou«e oneself from lethargy, when ex 
taxation seems imnimenl The public nui^t exercise a 
continuous check on their representatives or el'^c we must 
give up pretensions to a democratic fomi of government 

Is THE Fi>sNctAL StsTEu OF Kdia ErnaEST ’ 

We have «ecn above die different agencies and tli« 
functions Uiey perform for the purpose of financial control 
Are lliey efficient ’ That i» a quenion we mun attempt to 
an.wer The syMem followed being bared on the Briii h 
model whicli has been acclaimed the best so far devised, wt 
may -^y that it u effiaenl In fact Uie one good point of thi 
Indian Bureaucracy has been just this their insisten.csi_ou 
eaciencj and regularity Financial adnimulration depends 
not only on tlic system but on the pei^onnel, and here again 
we must admit U, at the Services in India have served the 
country v»dl Tlicrc are many improvements which may be 
tffccled lliere are many modiBcatmiL, wbicli will be neces 
rery owing to differences of outlook and ceograplucab 
b. lorical, oin litulional and other factors , but ui Uie mam 
die system m ure re far ha* much in lU favour and ought 
not to be lighdy disregarded even when full self Rovenuneal 
IS a reality ® 


Bui Bomeonc may aal Has not Urn cfccncy Um 
bought at loo high a price » The cliatge, v>e admit, is 
tnic. But tlie Inilh oi the accusation docs not aiTect the 
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results obtained. Wliat has to be guarded against is tliis, 
tijat, wlien tlie cost is lowered, efficiency is also lo'svered. This 
is a great problem and in die anxiety to reduce cost, econo- 
my and adequate control may be relegated to tlie back- 
ground. It is not easy to build a good system of financial 
administration, as the many attempts made in the U.S.A- 
and. France sliorr. A good administrative system is one of 
the legacies of British rule which we must not destroy. 

Conclusions 

This chapter may perhaps be fittingly concluded by a 
few suggestions. 

In pieparing the budget it is tlie new items which are 
carefully consideie^, Uie standing charges being subject to 
very little scrutiny. The result may be that expenditure on 
a number of items is continued without any need for it. 

, What is required, it seems, is a perjodical_ revision ^of„air 
expendhure without waiting for Retrenchment Committees 
during crises and depressions, when very often expenditure 
is curtailed just to meet the present exigencies 
without any heed to systematic economy. The Esti- 
mates Committee has not been a success, nor need all 
the estimates be considered every year. A comprehensive 
inquiry into all depaitments by. a legislative committee 
assisted by adequate staff and the Finance Department every 
three, four or five years will be more to the point. The 
committee should start work a few months before the 
estimates are consolidated in the Finance Depaitment, so 
that tlie committee’s recommendations may be immediately 
useful. To take the estimates by paits is to lose perspective 
and balance. The committee should be presided „oyer by 
uhe Leader of the Opposition, contain raenibers from all 
parties, and have" power to co-opt a few members who might 
be specialists in some brandies of finance. This committee 
will he able to avoid all the haste and pressure under which 
a Retrenchment Committee has to work. Nor should the 
legislature wait for some sort of crisis to investigate the 
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economy in the departmciila This commilice should work 
periodica}]}', ard consider not only elBcicnt management 
but men die broader alipeds oi policy as well 

Secondly, the responsibility for collection oLJSVcniic 
should be entrusted to the Finance Department, as at present 
prevails at tlie centre, so ibal control over receipts may be 
slrengtbejied Uirough ccntralisaljon Tlic body that collects 
the revenue is more concerned about economy in cxpcndi 
tore , lor the balance between the two will always be present 
before it 

Ihirdly, the concordats between audit aniLthcxsXCuUtC 
should be made public. Audit is a semi judicial process 
and all the limitations or conditions under which the audit 
authorities work ought to be public property To keep the 
concordats conddeniiat rs to arouse unnecessary suspicion 
in the inuids of the people 

Lastl). the public must be educated m matters pertain 
mg to financial administration by due publicity oi the 
tarious stages After the budget *peech and the general 
discussion on ic, public cndiusiasm wane*, and it is oajy 
i^essed taxation iliat provides scope for public comment. 
The importance of public opinion in matters pertaining to 
ewnomy can never be exaggerated It is perhaps the best 
of controls, for under the urge of public criticism both 
members of the legislature and the executive will be 
constrained to be more careful about their fiiuncial 
prograrames. 
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CHAPTER XI 


RELATIONS BETWEEN THE CENTRE, THE 
PROVINCES AND THE INDIAN STATES 

Variety of Relations 

Though federation has not yet come into existence, this 
chapter takes into consideration the relations contemplated 
by the Act of 1935 behveen the federal autliorities and the 
component units — tlie provinces and the Indian States. 
All that is said about die relations between the federation, 
and the provinces is in force today, for two reasons, first, 
because the present legislature and executive at the centre 
enjoy most of die privileges and poivers of die federal 
legislature and executive, and secondly, because in the 
region of finance die system in vogue is already federal in 
character, even if technically it is not so. 

Between the federation and its component imits there 
must necessarily be a variety of relations — legislative, execu- 
tive, administrative and financial — because the consdtutional 
independence of die several governmental authorities and 
die division of powers among diem are two of the distin- 
.guishing features of federation. These relations are 
explicitly or implicitly contained in the federal constitution 
which holds a position of supremacy in a federal state ; 
but they may also be brought about by mutual agreement 
chiefly for administrative purposes. 

Many complications are introduced in the federation 
outlined in the Act of 1935, owing to the ivide divergence 
between the provinces and the Indian States. Politically 
they are at very different levels of democratic government. 
In the administrative sphere the difference is still more 
striking for it is only very recendy that the more progressive 
Indian States have attempted to reorganise dieir adminis- 
trative systems to suit modem requirements. By the Act 
of 1935 the provinces have no option but to join the 

21 
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federation Hie Indian States, Iio»c»er, ha>e full freedom 
to enter or not , and even i£ ttey '■hould enter the 
federation, Uje) must specify »n their Inslnirocnls of Acces- 
Sion the matters widi respect to ithich Uie federal legislature 
may make lav's for them, and then botii the federal Icgis 
lature and tlie federal execuUve will ha\e their authority 
limited to tJiese matters This fact, it is ohvious, will \e^ 
greatly complicate the relations lietwecn the centre, the 
proMHcca and the States What is more, llie provinces and 
die States seem to form two kinds of federating groups, the 
internal gotemmcnl of the former being regulated by the 
Act and that of die latter left lo llicir respective Rulers 
Widi this background die relations between tbe federation 
and die component units util be belter understood 


The Act lays doum die Iegi»lalivc powers of the pro 
Vinces and the federation in two <eparale lists and provides 
for a third called Concurrent List, for matters in ubich 
both ate interested and on which both may legislate,^ 
thougii in the event of any inconsistency between federal and 
provincial laws the former prevails 2 The residuary 
powers^ of IrgjsJatton are entrust^ to Gcxcwor General 
who will by public notification empower the federation or 
the provinces lo deal with new malteis as they arise Tbe 
Indian Slates retain control over all matters wbicli they 
have not spccihcally surrendered to the federation tn ihetr 
Instruments of Accession^ The federation is also given 
the power to legislate on any item of the Provincial List, i£ 
the legislatures of t-^o or more provinces by resolution 
desire that the federation should legislate on that item 5 


Fmancial relations between die federating uniU and 
the federation ha^e always been matters of controversy, for 
an exact division oi resources to meet the functions imposed 
IS almost an impossibility Subventions, grants, assign 
ments of Uxea and otlier kindred matters are a source of 
continual friction in a federaUon In addiUon there is the 
problem of adnumsltaUoa of taxes , for sound administration 


2. S 10 


s. S loj. 
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Las to guard against extravagance and inefficiency specially 
in die direction of duplication of financial machinery, of 
double taxation and overlapping jurisdictions. As far as 
the Indian States are concerned, their taxing powers, except 
to the extent specified in tlie Instruments of Accession and 
tliereby surrendered to die federation, are not limited by 
an Act of Parliament ; and therefore for diem the problem 
of resources can never present any constitutional difficulties. 
They will share in any assignments die centre may make to 
die federating units. 

Administr^itive Relations 

The provinces and the Federated States must in the 
first place so exercise their executive authority as to secure 
respect for the laws of the federal legislature.^ Clearly, 
otherwise, diere would be confusion and disorder and con- 
tinual conflict. This provision is a very general one and 
has therefore no special bearing on financial administration. 

In the next place ive may consider the provisions which 
relate to agency subjects. Agency subjects are those in 
relation to which a province or federating State performs 
functions as the agent of the federation. Agency functions 
may therefore be considered from t^vo points of view ; the 
first being functions performed by the Governors of provin-. 
ces,__and„th_e_second those performed Ky 'tlie . Provincial 
Governments. 

Tlie Governor General may require the Governors of 
provinces to act as his agents for the discharge of functions 
relating to tribal areas and, where necessary or convenient, 

; of functions relating to defence and external and ecclesias- 
' tical affairs.2 For all diese purposes the Governors must 
; act in their discretion. 

But with the consent of the Provincial Government or 
that of the Ruler of a Federated State, the Governor Gene- 
ral may entrust to them and to their executive officers, either 
conditionally or unconditionally, functions in regard to 
which the executive authority of the federation extends.^ 

1. S, 122. 2 . S. 123. 3. S. 124 (i). ' 
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FuiUiei ihe federal legislature may confer pourers and ua* 
poae duties on a province or a Federated State or iheir 
officers and authorities, even on matters on i^hicb the pro- 
vincial legi<lature lias no pouer to make laws.* For these 
{unctions the provinces and Federated States arc entitled 
to a remuneration to be fixed by agreement, and failing an 
agreement by an arbitrator appointed by the Chief Justice 
of India, so as to cover all extra costs of administration 
incurred in connection with agency subjects ^ Hence 
all matters between tiic centre and die provinces are settled 
on a contractual basis ^ DetaiL connected vvitli agency 
subjects have not >et been vvotked out into any s>-tem For 
tuo of the largest agenc) functions, via, audit conducted by 
the cc^e on helialf of the provinces and txeavury vvotk^ 
conducted by the pronnee^ on bchaU of the centre, have 
‘ been coti'idcted to balance each other Tliere arc a number 
of minor agency functions, e.g m omnection with the grant 
of arms licences, where die provinces look after the business 
of (he centre and as remuneration are allowed to keep all 
moneys obtained ui the course ol administration 

For the adcnmistration of federal Acts in Federated 
Slates agrementa may, and if requited fay the Insimment o£ 
Accession shall, be made between the Governor General 
and tlie Kulec , aud (urilier tlic agreements must contam 
provisions enabling the Governor Craeral to satisfy bimself 
by luspecbon or odiervtisc, that the adminialiation is carried 
out according to the policy ©f Oie Federal Government, and 
if he is not satisfied, he may, acting m hi3 discretion, isaue 
directions to the Hider ^ 

The executive authority of a province and every 
federated Slate has to be so exercised as not to impede or 
prejudice the execuUve amhonly of ihe federabon,5 which 
may is<ue directions to the provuces, if necessary If the 
Ruler of a Federated State fails to fulfil his obbgauons, 
the Governor General may issue directions to faun, 
1 S. 124 ( 2 ) and fa) i S- juv -2 S -’oa 

4 S. ii> 5. S. ij 6 and S. laS. 
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aftei* considering any representations the Ruler may make.^ 
The federal executive is also empowered to give directions 
to tlie provinces on matters specified in Part II of the 
Concurrent List or connected witli the construction and 
maintenance of means of communication of military im- 
porlance.2 If the directions to the provinces have not been 
given effect to, the Govenior General may then issue them 
as orders to the Governors of the provinces.^ 

The above has given us the provisions on the basis of 
%vhich administrative relations behveen the centre and tlie 
federating units may be established. But as far as the 
financial system is concerned we must inquire into tlie ad- 
ministrative relations centering round the collection of taxes, 
treasuries, accounts and audit arrangements and estimates. 

It is a sound principle of finance that tlie authority which 
spends tlie money must be responsible for securing revenue. 
Yet tliere are certain taxes where uniformity of rates and 
uniformity of administration are important considerations, 
and such taxes are levied by the centre even though the pro- 
ceeds are wholly or in part assigned to tlie provinces. The 
proceeds of succession duties, terminal taxes on goods and 
passengers carried by railway or air, and taxes on railway 
fares and freights are to be distributed among the provinces 
and such Federated States within which that tax is leviable, 
in such proportion as tlie federal legislature may decide ; 
even though the task of and responsibility for levying and 
collecting tliose taxes devolves on the centre. The federal 
legislature is empowered to levy a surcharge on tliese taxes 
for federal purposes. Income-tax on tlie other hand, except 
proceeds from Chief Commissioner’s provinces and taxes 
payable in respect of federal emoluments, is divisible 
among the centre, tlie provinces and the Federated States, 
to which income-tax is applicable, even though tlie tax ad- 
ministration is carried on entirely by the centre. On 
income-tax as ivell, the federal legislature may impose a 
surcharge for federal purposes only. 

1. S. 128 (2) 2. S. 126 (2) and (3). 3. $. 126 (4). 
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ain duties on salt, federal excise and export duties 
levied and collected by the federation, but tbc 
federal legislature is at liberty to assign a part or whole of 
tlie proceeds to the provinces or Federated Slates to nnica 
those duties extend. In particular one half or more — the 
Nieme>er Award has fixed it at 62j% — of the proceeds 
from the export duty on jute or jute products is assigned 
to die provinces and Federated Slates in proportion to the 
amount of ]ule grown therein, 

Tlie ‘net proceeds* of the above duties and taxes, 
which are die total proceeds less cost of collection, arc 
ascertained and certified by ibe Auditor General of India 
whose certificates are final.^ 

Under live new arrangements on the introduction of 
provincial autonomy, treasuries belong to the provinces m 
whiclj Uiey are siiuaicd ; and hence the provinces undertake 
the banking business of tbe Central Government (wbero 
there is no oiTice of the Reserve Bank or brancli of the 
Imperial Bank) and keep its initial accounts. The 
Auditor General of India and bis stafi, whose expenses are 
borne by the central revenues, on die other band undertakes 
for the provinces through the Accountant General the work 
of accounts compilation and audit At present the remu- 
neration for the one is taken to cover the oUier. But if and 
when the provinces have (heir own Auditor General, the 
problem of remuneration will have to be solved. 

If the provinces administer certain subjects for the 
centre, then tliey have to undertake all the tasks relevant to 
such administration such as framing of estimates, watching 
the progr^s of expenditure, etc. Estimates relating lo 
agency subjects are submiued lo the local Accountant 
^neral for scrutiny and transmission to the administrative 
department concerned. 

For heller harmony among provinces the Act pro- 
vides for the establishment of an ^ler-Provincial Council 
for dealing with disputes between provinces, masters of 
t S i« (r). 
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common interest and especially the co-ordination of policy 
and action pertaining to a particular subject. 

Fin/vncial Relations 

Administrative relations derive their importance chiefly 
from tlie subject of agency functions. Financial relations, 
however, have already assumed a large place in the financial 
system of India, because tlie provinces are placed in the 
unenviable position of having inelastic sources of revenue 
and expanding provincial requirements, because already tax 
disputes have arisen, and because in the past financial 
relations have not been too happy. 

It win not be out of place at this stage to outline, what 
may be called, the essential featm'es of federal finance and 
the types of financial adjustments resorted to for the pur- 
pose of strengthening the inadequate resources of tire 
fedei-ating units. 

There are four essential features of federal finance : ' 
(a) uniformity, (6) independence jmd . responsibility, (c), 
adequacy and elasticity, and (d) administrative, expediency 
and economy. These featiures a constitution framer has! 
always to bear in mind, but it will hardly be possible to| 
satisfy all the four requirements. 

Uniformity requires that every federating unit should 
contribute equally to the federation. No one imit must be 
shown preference as against otliers in respect of payments 
made by them or conti'ibutions in one form or other given 
to them. The principle of imiformity while it has strong 
theoretical backing is difficult to apply in practice. In the 
fii’st place.^on what grounds is the uniformity or, equality 
of burdens to be calculated ? Is it to be based on popula- 
tion, or on the taxable capacity of a province or Federated 
State, or on both ? Secondly, not all units have, tire same 
standard of economic life or administrative progress. To 
demand as much fromT the backward as from the advanced 
is to lay heavier burdens on the former. Thirdly, regard 
must be had to existing arrangements, where expenditure; 
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casli granb from ihe ccnlrc. Furlber adjuslmcnls on tlie 
mauguraUon of provincial autonomy were Uic dc^ira* 
lisation of balances and die con^jJidalion and caijcellation 
of pre autonomy debt. 

Legulalitc LisW Tlicre arc ilucc Legislative LisU, 
the federal, Uie provincial and tJie concurfcnL Tbe execu* 
live auUiorUy for Uic subjects m tlie Federal List is veiled 
m die cenlre, for tho»c m die oilier tvio li>-u m ihe provinces- 
The executive autlioritj includes the financial power to 
receive and spend moneys m connection wuli Uic subjects of 
the lists Further, moneys raised or recovered by the 
federation or the provinces go to form llieir respective 
revenues Hence receipts froio federal subjects or expendi- 
ture on dicm are federal, receipts from or expenditure on 
subjects in Uic Provincial and CoDCurrent Lists at® 
provincial 

Tlie Federal List includes tbe follovving mam sources 
of reicniie 

1 ti tludina iutifs 

S. Crciit duUts OK tobattP oW oiSrr 17a iMns/jriurri ot fr»- 
iuttd in Udt^ fxetfi th«t* on Ihx PrniHCtat Li*l 

^ Cerfitralian tar 

*■ Sail 

S< ^fal< letimtt 

A Taxtt on inc^mr other iham cfntolinral mtome 

7 Taxis OH ihi rafniaJ talm of III ourix ixihurt of agnesi!- 
IhtoI laid of iiidt ^dttalt orul tonfanns Si UfU OT laxfr 0» 
ihi rafilal of towf^iiui 

8. Dulls in Tisftct of tutfistiOH to trofnly elhtr iSan agncul* 

lural land ' 

9. Rails of slamf dnlj m rishrt of bdli of txthangr (hegult 
freiHisjoiy notes tills of iaduig teftirs of crfrfif, oeiious of 
insnraiue froxus and rtenpit 

la Terminal taxis m go^ er tasxtngirs tarnid ty raiUisj cr 
oir taxes on nxluvy fans and fnsghlt 

Ji Fees in 'fsfeei of gay of the nailers ,a /,// «o/ laelnd- 

inp / es taken an on; Xoiari 

Hie provincial sources ate 

I Laid riftHue 


2. Crow duties on the ftUmng goods snenufaclured or krodueei 
in the tro^iue namelr (a) alcohol, t liquors for human eon 
sarATfi’orx t'S/ tiyiw Awlani iemf and other narcotic drugs and 
imrcoiics non lurra^ ,jni0f ^ej fvdional and toilet frtkara 
hens conlaimng alcohol or apj included in fh) of ihis 
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any Federated State and e«n 

. eWtof' °! a Federated ' contribudon 

it to tte R“l« “ Uected in to S^^^/Jnnld result, 

;U o£ to tail „hieh it ta “‘“/“ponsibiUty to 

jual to to ”=t F; -ed. The power ® General ol 

I *e tax wertt ^ ,o tlie ^ndito ^ 

^elermine die cause to ,^require. ^ 

ndia ; and information as he in^ d 

:S«Ss-;iS^=--.-ar- 

^^aetoth liT every federation one o 

Double Taxation. , taxation, fn 

to be guarded .gvinces ivill have ^ liave been 
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i„ dcaii^s .-iu. ^ 

it will not 1)0 out of Crown lleprcsenta- 

of the federaljon and Uic Stales has to pay 

t„ 0 . Tl,o federation, at “t^or tl. “oieiiso 

liim oiery jear such sums as lie ^g,', The Crown 
of his funcuons in relation to Indian Sla e eonlrihutions, 

the Indian States arc to be charged on the revenues 
federation. i.„rrow 

Borroiiing. The centre and Uie Pr°'''‘^“\,XaniounU 
on the seeutny of Uteir tespect.te ^ limn 

and on sucli guarantees as may he lUed from 
by their respeetite legislatures. TJ.\SuureUry of ^ 
however, until die federaUen is established, 

Sterling loans on behalf of Uie Governor General in Council 
The federation may mate loans to or give 
to loans raised by a province ; and such sum# will ha 
be cliarged on die federal revenues. ^ province m y 
not witliout the consent of the federation borrow o 
India ; and similarly without sucli consent it carinot raise 
a loan, if any part of a loan by Uie federation or in 
of which federal guarantees arc attached has y 
to be paid. Hovever, ilic Central or Federal Govenu^n 
may not withhold such consent without good reason, i 
federation may, subject to conditions it may impose, ma e 
loans to, or guarantee the loans of, a Ruler of a Federate 
Stale. 


FiNAnaAL Adjustments 

Ever since Lord Mayo started his scheme of decentral- 
ised finance, the problem of a proper division of r^urces 
in India has not been solved to the satisfaction 
of all the provinces. For a few years from 
1921 tlie Mestoii Settlement was in operation by which the 



RElLlTIOJfS BETWEEN CENTRE, PROVINCES S: STATES 333 


provinces made contributions to the centre to cover up the 
loss of revenue occasioned by the division of revenues xmder 
the Reforms sclienie. Later, however, the central finances 
improved and tlie contributions were discontinued. Sir Otto 
jMiemeyer was appointed in 1935, before tlie commence- 
ment of provincial autonomy, to make recommendations, 
after reviewing the present and prospective budgetary 
positions of the Government of India and tlie Provincial 
Governments, on matters connected with tlie distribution of 
proceeds from income-tax and tlie jute export duty, and on 
grants to provinces. Adjustments of debt relations were 
also recommended by him. Government accepted his 
rejioramendations. 

Assignments jrom Central Taxes. Under tlie constitu- 
tion proceeds from export duties and income-tax may be 
assigned to the provinces. As Avas mentioned earlier, 
62i% of tlie net proceeds of tlie jute export duty is distri- 
buted among tlie provinces of Bengal, Bhiar, Assam and 
Orissa in proportion to the amount of jute produced in each. 
The recommendations under hicome-tax have been modified 
recently and so the present position only is outlined. The 
full assignment is given by tlie Act at 50% of the net 
proceeds of income-tax otlier than corporation tax, after 
deducting proceeds attributable to Chief Commissioners’ pro- 
vinces or in respect of federal emoluments. The assignment is 
distributed among die provinces in die following proportion : 
Bombay and Bengal 20% each, Madras and die U.P. 15% 
each, Biliar 10%, die Punjab 8%, the Centi'al Provinces 
and Berar 5%, Assam, Orissa and Sind 2% each and the 
N.W.F.P. 1%. However the full assignment of 50% ivill 
be reached only in die eleventh year after the inauguration 
of provincial autonomy. For the fii'st five years from the 
net proceeds Rs. crores will be deducted and only half of 
the remainder distributed among the provinces. For die next 
five years the sum retained by the centre Avill be reduced by 
l|6th each year, so that only in the elevendi year ivill the 
provinces receive their full share -of 50%. The Governor 
General, however, in any year of the second quiiiquemiium 
may direct that the sura retained by the centre shall be the 
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same as M lie previous jear, ani in llal case lie second 
period uill be correspondingly eilended 

Groms Furller assislance to certain provinces is 
llrougi grants ' These granU ace in the nature of sobsldies 
1 e. pasTBcnis to he made in accordance wiUi statutory pro 
■visions and widiout any condmons, rather Oian suhNcnUons. 
which ate grants for speafic purposes Grants to certain 
provinces are as foUowa 


(a) U« Kd Pro-tnett 

(b) luam 
(f) N 
(J) Orwa 


Rt 2S Ukkt l><r antiun fer 5 
froM 111 ^frtl tgi/ 

Rt 30 loiiJ i* each year 
Rt 100 lakht m each year 
Rt 47 Uiht jar ipSr 38 Rt 43 
tit forfc cl lit nest Ir* years and Ks 40 
lobbi thereailer 

Rs 110 lakkt for 1937 38 Rt XOS Jutk* 
«» task af the nest 9 3<orf Fs Sa 
iaiks neaek cf /if nerl soyeeft -nt^os 
lalht n rath aj iht nest j Rr «> 

lofchi n (wA of tk* nest 5 years Rt 55 
falkt in ea k of Ike lusl years, 


As all these grants are subject to no conditions, Uie principle 
of financial independence is presened, even thou^ the 
corollary of responsibility is surrendered Besides these 
subsidies there are also subventions to (lie provinces, e>g 
gtanu in connection with road development, rural deve- 
lopment, development of the handloom industry and of the 
sericulture mdustry, and grants from the sugar excise fund 

Debi With the introduction of provincial autonomy 
provincial balances have been separated from tho^ 
of the Central Government Before 1937 the Central Gov 
emment acted as bankers to the Provmcial Governments 
Now each province makes n o'wa arrangements with Uie 
Reserve Bank for the conduct of its financial business , each 
provmce maintains separate balances with the Bank- Hence 
the Central Govemmenl has handed over to the provinces 
all balances previously held by it, m regard to debt, remit 
tance and deposit itansacUons of an mtrinsicaUy local 
1 V 3 e S 142: 
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nature^ or definitely connected with provincial functions. 
The provinces consecpiently now hear tlie liability for tliem ; 
and may use them for the purpose of keeping adequate cash 
in the treasuries or minimum balances with tlie Reserve 
Bank ; and even for financing capital programmes. 

In order to start tlie provinces rvitli a good financial posi- 
tion tlie debt of certain provinces has been cancelled to a 
certain extent. Bengal, Bihar, Assam, N.W.F.P. and Orissa 
have had all debt contracted before 1st April, 1936 can- 
celled ; in tlie case of tlie C.P. all debt on account of 
revenue deficits up to 31st March, 1936 and about Rs. 2 
crores of pre-1921 debt have been cancelled. 

Furtlier all pre-autonomy debt has been consolidated. 
The arrangements for borrowing from the Provincial Loans 
Fund were unsatisfactory, because tlie periods for which 
that fund ^vas lent to tlie provinces and those in ■which tlie 
fund’s capital is repayable to the market differed consider- 
ably. To simplify the present relationship pre-autonomy 
debt has been consolidated into a single debt for each pro- 
vince carrying a single rate of interest. The amounts due 
to the provinces as a result of the decentralisation of balances 
were not paid fully in cash but were adjusted against the 
pre-1921 debt which the provinces owed to the centi-e. In 
this adjustment as the rate of interest on tlie debt ivas about 
3^% and the market rate in 1937 much lower, tlie pro- 
vinces were the gainers. The balance of the pre-1921 debt 
and all odier pre-autonoipy debts were consolidated, repay- 
able in 45 years. The rate on the consolidated debt varies 
from province to province between from 4 to 4|%. 

The result of all tlie financial adjustments — assign- 
ments, subsidies, subventions and debt adjustments — has 
been to increase the resources of the provinces. Naturally 
some provinces have obtained greater benefits than others, 
and apparently the principle of uniformity seems violated. 
Yet the backwa^-d provinces obviously must receive more, 
if they are ever to improve and keep pace with the more 
advanced. 

3. e.fr. interest carrying provident fund deposits and interest free balances 
of municipal and otlier local authorities. 
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government AUDTllE RESERVE BANK 

T,.. Re.ne RanE ha, be™ e,uU.,hM 
currency and crcd.I ol ihe laet 

preeminence in ^ ^ ^j„Vcr U, die 

that il IS die «">'»' ““ „c, lor dial >cry tea»n 

Central and Prorincial Go''^" „„lr *0 previneial and 
It maintains tety close The consli 

particularly die “""^1 Enian™ jro 

tuuon and lunctions ol 1 ic , ^ Rangoon,' 

, office,, at Bombay, Calcutta, Madras, 

' - r B^::E ‘ n relation .0 

, die system 0 ! Enancial administration 

Though a diareholders- baiil, the Governor &ii«al 
has certain poners ividi respect to id g ol,) occasion 

enior and Deputy Governors of Uie 

arise an officLng Go%cnior or Ii« opinion 

and fixes Uieir wUries and terms of oflicc 11 jn P 
the Bank fads to carry <>“» »«y />* Sral 

on It by ibe Resenc Bank Act, he may action 

Board of the Bank superseded, and tliereaftcr lake y 
he may deem ncces ary In nommaUng dircc p 
Bank or rerao>ing directors nominated by him, the 
nor General has to exercise his individual judgment ^ 

As governments’ banker, il has not only the 
but the riglil to transact government business m India 
Central and Provincial Governments, on tlieir part, on ,i 
conditions as may be settled by agreements, are requi 
to entrust the Bank (o) with aU their moneys, 
exchange and banking transacUons in India, and 1°) " i 
the management of the public debt and the issuing ot y s 
new loans , and m particular, to deposit, free of lnlere3^ * 
1 Reserve Bank, Act, S 20, 
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their cash balances with the Bank, tliough where the Bank 
has no branches or agencies, the governments may carry 
■on their money transactions and hold such cash balances as 
they may require. If no agreement is reached, tlie Gover- 
nor General in Council decides Avhat the conditions should 
be.^ 

In accordance with the Reserve Bank Act, the 

Reserve Bank has also reached an agreement with 

the Imperial Bank of India for the purpose of' 

agency fimctions. The Imperial Bank is in con- 

sequence the sole agent of tlie Reseiwe Bank at all places in 
British India, where there is a branch of the Imperial Bank,^ 
and no office or branch of the Banking Department of tliei 
Reserve Bank, The Imperial Bank will remain tlie sole) 
agent for the first fifteen years, and thereafter the agreement: 
may be terminated after five years’ notice on either side.; 
The remuneration for the present is fixed at 1|16 of one per 
cent, on the first Rs. 250 crores, and 1|32 of one per cent, 
on the remainder of the total of the receipts and disburse- 
ments dealt with annually on government account. The 
Imperial Bank was required not to close do^vn any of its 
branches and in return was to receive Rs. 9 lakhs per annum 
during the first five years of the agreement, Rs. 6 lakhs during 
die next five, and Rs. 4 lakhs during the next five.3 

The Reserve Bank has entered into separate agreements 
with the Centi’al and Provincial Governments to fix the terms 
and conditions on ivhich government business will be trans- 
acted. Being in close touch with die requirements of both' 
die market and die goveniment, the Bank is in the best posi- < 
tion to advise the Finance Department on whom devolves! 
die responsibility of handling the financial work of the gov- 
ernment. The Bank undertakes on behalf of the different' 
governments'* their banking, revenue and remittance trans- 
actions, keeps their moneys on deposit though free of inter- 
est, issues treasury bills and loans for them in addition to 

1. Ibid, S. 31. 

2. At Uie time of the inauguration of the Reserve Bank. 

3. Ibid, S. 45 and the tliird schedule. 

4. " And of such Indian States as are approved by the Governor General 

in Council. 

22 
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BrnmEitiB fc.r pnUic debl, and m Ihe CcM o( accnunu a* 
as a son at deanng liou-n for adiusImenU among ll><™ ' 

remarierauon for work ilonc. each goscmmcnt mainUms a 
ccrlam mmimuiu balance willi tl»c Bank at all limes 

■Sc nuy, IhereCoie consider tlie Resene Bank in mb 
tion lo go\emineiil business from five ’ 

L-utrcncy and renjilUUicc, bankmg. accou^iog^and dfol 
Qclions We sliall lake eadiTii turn The management oi 
^public debt Mill, bovvever, be dealt \uili more fully m me 
^ext chapter 


Exchange 

The Reserve Bank Act refpHrcs the Bark lo niainUm 
the ratio at Is 6 d per rupee Further, as no bill or amend* 
menl reganlmg the functions of the Bank may be inlrodu*^ 
or moT^ in eitiier chamber of the central or federal legist 
lure without the previous sanction of the Governor Gcnctii 
in his discretion,* tlie ratio wiU be controlled entirely by 
the Governor Genera! Secondl>, the Central and to some 
extent the Proimcial Governments require to remit sterling 
lo England 2 Hus task of rcroiUancc u left iQ tlie 
Bank, bems.one oL tiui.impottani banking funcHons Sletl 
mg remittances, hov»cver, are only undertaken for die centre, 
^d 80 every pa)raent is 6 r»t taken against the central 
Wlances and tlien adjusted in the provincial balances Tbc 
Bank is also authorised to have dealings m sterling^ with 
the scheduled banks Since the outbreak of war it ol»u 
assisU througli lU Exchange Control Department die Cen 
tral Government in exchange control, die purpose of whi^ 
is to conserve die foreign exchange of the country for war 
purposes and lo prevent it faUing into enemy bands ui one 
■way or another 


CtRHENCT AND REMITTANCE 

The power to issue meuUic currency rests widi die Cen- 
tral Government, Uie Bank being only responsible for the 

i ® *53 2. For nKuing home charges cost ol stores elc. 

3. Atst only in slerling. * 
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management. Surplus rupees^ over the required reserve 
are surrendered to tlie Governor General in Council in ex- 
change for bank notes, gold or securities. Similarly if the 
reserve of rupees falls below the prescribed amount, the 
Reserve Bank receives rupees in return for payment in legal 
tender value. The assets in the Issue Department need not 
he kept in any specified places ; what is required is that the 
total reserve should not fall below the total amount of notes 
in circulation. As the Bank is entrusted witli resource^ 
work, it keeps the reserve for the purpose in currency chests 
scattered over the country. By means of these currency 
chests, which, where tliere are no hanking offices, are placed 
in treasuries or sub-U-easuries, remittances are greatly 
facilitated ; for a transfer fiom tlie treasury or bank finances 
to a currency chest in one place is offset by a transfer jrom 
a currency chest to the treasmy or bank balances in another 
place. Prior to the Bank coming into existence this resource 
work was performed by the Controller of the Currency, 
whose functions tlie Bank has taken over. 

The Reserve Bank imdertakes remittance work 
for the public and the government. There were five^ 
kinds of remittances till recently — telegraphic trans-l 
fers, bank drafts, currency telegraphic transfers, supply 
bills and remittance transfer receipts, of which the 
last was exclusively on government account for transfers to 
the public or between government departments. The first 
two were for transfers between places where the Bank was 
represented, and the second two between places where the 
Bank was not reperesented and where, therefore, the 
treasury was called upon to perform remittance functions. 
Telegraphic and currency telegraphic transfers were effect- 
ed by telegram ; bank drafts and supply biUs were their 
mail equivalents. 

From 1st October, 1940, the issue of currency tele- 
graphic fa-ansfers, supply bills and remittance transfer re- 
ceipts have been discontinued, and changes introduced be-, 

1. Over so crores or i|i6tli of the assets. — Vide Reserve Bank Act, 

S. 36 (i) 

2. Vide Ch. VIII, Resource, 
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cause ‘ H » considerca desiraUe to slaudardM 
facilities tliroughoul ihe conntiy, lo simplity Ujc ® , 

mg procedure in\oUcd m the accounts oi the CcnUaV ana 
Provincial Governments and lo effect reductions in ta es an 
extensions in facilities ’ * 


Hence for llic pubbe there arc now available teleOTP JC 
transfers and bant drafts whether tlic transfer u eifecte 
Oirough a branch of Uie Bank or the treasury For reroi 
lance on government account Uie Reserve Bank of India Gov 
lernment Drafts have been introduced 


Bamunc 


As IS natural tlic bulk of the Bank's work for the gov 
emments is under this head Wiih Uie inauguration 
snncial autonomy certain changes were necessitated and the 
system outlined below is m force today 
‘ Tlie Resene Bank according to agreements vvith Uic 
Central and Provincial Governments and the provisions o 
die Reserve Dank Acl^ carries on the general banking busi 
ness of these governments that is Uie receipt coUccUon, cut 
tod), payment and reraiUance of moneys Every govcm 
ment is required to keep all its cash balances with Uie Bank 
free of interest and lo see Uial these balances do not fall 
below an agreed minimum Should a government anticipate 
a fall below this miiumum, ii must, eillier by taking ways 
and means advances from the Bank or issuing treasury bills, 
replenish its balances In Uieory Uie minimum must be kept 
intact at all times , m practice it suiEces if il is mam 
tamed at tlie close of business on eadi Friday ^ Should Uie 
balance fall below the min imum Uie Bank is enliUed to 
charge interest on the shortage For the banking busmess 
Uie Bank receives no remuneration but the interest it can 
earn on the mmimum balances is taken lo remunerate it for 


2 

3 


India and Burma issued by the 

And ^so n accordance » th and subject to sud orders as may from 
time to time be jgiven by the Central and ProvsneuA Govemraents 


1 PremnaaV GovcTOracnts 
Dunng the rest of the wedc a d ghUy tower mimmum may be 
Uuied. 
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ihis service. In addition of course tlie Bank has tlie advan- 
tage of holding all government balances free of interest. 
The minimum balance required to he kept by each govern- 
ment is fixed by agreement with reference to its annual 
tuimover of receipts and disbursements. 

The Bank receives and collects moneys due to the gov- 
ernment, keeps tliem in safe custody, and to tlie extent of 
the government’s credit on its books makes payments on its 
behalf. Again while government’s spending is continuous 
throughout the yeai’, its revenue comes in at special seasons 
owing to the preponderance of agriculture in the country. 
To enable it to tide over tlie intervening periods when casl? 
balances are low the Bank makes ways and means advances 
to the government. Such advances bear interest but are 
not available for more tlian three months at a time.^ 

Accounts 

The keeping of accomits is a consequence of the banking 
fimctions. 'Ibe Central Government, as we have said before,^ 
operates on all offices of the Reserve Bank and branches of 
the Imperial Bank acting as agents of the Reserve Bank. 
The Provincial Governments, however, have their opera-, 
tions confined to those offices and branches which fall within'^ 
tile area of their respective jurisdictions. 

The treasuries in a province belong to the province, and 
so the cash transactions of the Central Government which 
occur in treasuries, are taken against the provincial 
balances in tlie first instance. Such transactions are ad- 
justed by tlie Accountant General periodically (-weekly, fort- 
nightly or monthly as may be arranged ivith the provinces) 
in the bank balances of the Central and Provincial Govern- 
ments.^ This incidentally necessitates tlie making of 
arrangements by the provinces to provide tlie means for 
meeting tliese transactions. Witli the decentralisation of 
balances the provinces have become responsible for the ways 

1. Reserve Batik Act, S. 17 ( 5 ). 

2. Vide Ch. VIII, JVays and Means Adtances and Treasury Bills. 

3. Through the C.A.S. o£ the Reserve Bank. 
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and means posiUon in regard not only lo their revenue and 
capiul expenditure, but also a large body of transactions 
of a local nature connected with debt, deposit and icraittarcc 
beads 


As tiie Resene Rank keeps separate balances lor the 
centre and Uie province, it also keeps two sets of accounts, 
as do Uie treasuries for compiling govenunenl accouuU ror 
adjustments between the centre and the provinces, the Re 
serve Bank provides clearing bouse facilities through il» 
Central Accounts Section at ll e Calcutta ofBce. Hence we 
may consider in turn the three organisations of the Reserve 
Bank which deal with the ca«h and adjustrocnl iransacltons 
of the Central and Provincial Goicmmenls 


Offices and Croacfies of Oe Rcsenc DanJ Two sets of 
accounts of cash tran«action9 undertaken by Uiem arc kept» 
one for the centre and aootlier for tlic provinces Tran ac 
Uons pertamiog to the centre are taken directly to U e ceo 
tral account all other transactions are taken to Uie provui 
cial account The result u that tlie provincial account con 
tains transactions relating to otlier provinces lliis necesst 
tales adjustments wlucli are made tlirougli the of the 

Reserre Bank at Calcutta by the Accountant General of tbe 
province where the transaction occurs 


Daily the Bank sends separate statements of tran«ac 
tions in the two accounts with all the supportmg vouchers, 
to the Treasury Officer and at provincial headquarters to the 
IcMal Accountant General At the end of the monlli Uie 
balances in two accounts are transferred lo tJie CA,S of| 
the Reserve Bank. For ways and means purposes the C A Si 
la kept infomed of the balances o£ each government iot 
each day and for the v^eek. » 


Branches of the Imperuil Dank The branchca of Uic 
Imperial Bank act as agenU of the Reserve Bank m places 
where there is neither an office nor a htancli of the Reserve 
Bank As above two sets of accounts are kepi and separate 
daily statements of accounts with all supporting data are 
sent to the Treasury Officer or the local Accountant General 
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The Branch Bank is required specially to see that the total 
receipts and disbursements of the two accounts in the daily 
statements sent to the Treasury Officer or Accountant General 
agree with the totals shown in the schedule forwarded to 
the Central Accounts Office of the Imperial Bank at Calcutta. 
To facilitate classification of transactions in the two sets of 
accounts, tlie Treasury Officer and departmental officers, who 
are authorised to pay or draw money, are required to see 
that every chalan, bill or charge is marked prominently to 
show whether it refeis to the centre or the provinces. 

As with the Reserve Bank Offices, all adjustments are 
carried out by the Accountant General through the Central 
Accounts Section. Tlie branches of tlie Imperial Bank under 
no circumstances deal directly with the C.A.S. but through 
their own Central Accounts Office at Calcutta, which effects 
all adjustments that are lequired. 

The Central Accounts Section. The C. A. S. at the 
Calcutta Office of the Bank, though in charge of an Accoun- 
tant, is diiectly under the control of die Manager. It is 
divided into Dvo main parts — one for railway accounts 
and die other for government, both central and provincial, 
accounts. 

We saw above that to die provincial account are taken 
all transactions which cannot be taken directly to the central 
account. The C. A. S. dierefore exists for two purposes : 
first, to keep the complete accounts of the balances of the 
different gqveniments, and secondly, to act as a general clear- 
ing house for adjustments between the centre and the pro- 
vinces and behveen province and province. All adjustments 
and payments required to be made are advised by the Ac- 
countant General where the transaction originates to the 
Accountant of the C.A.S. of the Reserve Bank who will pass 
the necessaiy entries in the accounts of the government con- 
cerned. Advices of adjustments are forwarded to the 
C.A.S- at convenient inteiwals up to the 7di of die follow- 
ing month, while those for the month of March even up to 
15lh April. 

1. Or otlier autlion'sed Accountii Officer. 
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The C A S at tlie close of bu«ine&s each day forward* 
to the Accountant General concerned a nicmorandum m a 
prescribed form ‘•bowing details of transfers effected agaww 
die balance of the Central or Provincial GovemmOTU At 
the close of ilic month a blaiemenl of die clo«mg balance* 
of each goicrnmenl ni the books of die Bank, after taking 
into account all cash itansacUoiis at all the offices 
brandies and agencies and all adjUblmcnts, arc forwarded 
to die Accountant General concerned 

Tlie Reserve Bank also communicates by telegram to 
the different government# dieir weekly balances immediate 
ly after the week end* , and if needed, will communicate 
the dally balances as they stand on the books at the close of 
each working day 

As far as compilation of accounts b) the Reserve Bank 
IS conccrued, the 8>ste(n of central compilation has been 
followed Tlie plea was put forv^ard that for the major 
provinces the compilation should be made at die brancli of 
the Bank situated at provincial headquarters, so that the 
Provincial Governments may he fully informed about 
their balances at a very early date, if not at the end of 
every da) But the Reserve Bank vras opposed to tins branch 
compilation and pressed very strongly for a central com 
pilation at its head office in Calcutta Tlic 8)$tem was to be 
tried for twelve months before the issue vvas raised again 
As the system seems to have worked satiafactonly, the mat 
ter has been dropped 

The CA S also Carnes out all adjustments of tran*ac» 
tions arising in non bank treasuries (which also keep two 
sets of accounU) through the Accountant General 

Pebt 

The Resene Bank manages the public debt of the centre 
and the provinces The Finance Departments have a general 
control over die administration of the debt for which their 
respecuve governments are responsible But the actual 
admimsUation of pubbe debt and the maintenance of 
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accounts is carried on by tlie Public Debt Office of the Reserve 
Bank. Under debt we miglit classify the operations of the 
Bank as relating to the issue of new rupee loans, collection, 
and payment of interest and principal, the consolidation, 
division, conversion, cancellation and renewal of securities, 
and tlie keeping of the required registers and books of 
accounts. Recently the repatriation of sterling debt has also 
been one of its important activities. 

For the work of management the Bank, according tol 
agreement, receives Rs. 2,000 per crore per annum on the 
amoimt of tlie public debt at the close of die half-year, for 
>vhicli the charge is made. ~ i 

The Bank issues loans for die centre and die pro- 
vinces. Being in close and constant touch with the market, 
die Bank is able to advise die Finance Departments as to 
die best time for floating a loan and the most favourable 
rate that may be obtained. Fui-ther, as it manages the pub- 
lic debt and floats the loans for all the governments, it is 
able to secure that no competition between one government 
and another takes place. 

Treasury bills and ways and means advances are the - 
means adopted to bridge the gap in the ways and means 
position of the government. These treasury bills are also 
issued by the Bank for the government concerned. 

The procedure for floating new loans and treasury bills, 
and the organisation and procedure for the administration 
of public debt is dealt with in the following chapter. 

The Reserve Bank is also die sole agent for investments 
by government, either of funds belonging to government or 
managed by them, and charges a commission for such trans- 
actions. But it collects interest and repayments at maturity 
without any charge. 

The Reserve Bank and the Business World 

The foregoing has shown us the position which the Bank 
holds in its relation with the different governments. It acts 
as their general financial adviser, performs all their 
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LanUng requiremenU and tnanagea dicir public debt. 
Hence liie Reserve Rank lias on Inlimalc la)owJ,cdge of ibc 
financial posiUon of go>cniineoU 

But die Resene Bank fonning, at die same lime, tbe 
apex of the banking and cr^il slnicture of the country, and 
looking after die currency operations of the government* 
lias a firsl-liand knovilcdge of die needs of die money market, 
and by its open market operations, its discount rates and 
other Mays regulates the tnarkeL Tlie Reserve Bank co* 
ordinates Uie financial activities of the government vritb the 
money market and is therefore able to harmonise the inter- 
esb of both. Besides it is the medium by which government 
comes in contact with the business world. Managing both 
currency and credit, it is able to give a certain elasticity to 
the money market, so that seasonal slringenc)', bO character* 
iatic of the period before the cslabliJimcnt of the Bank, 
has disappeared. Tlie Reserve Bank also comes in contact 
with the business world through its sterling transactions and 
die maintenance of the sterling ratio. 


CHAPTER Xlir 


PUBLIC DEBT 

That public debt is a» important problem of public 
finance cannot be gainsaid. It is a subject that has tremen- 
dous social and economic significance and calls for skill, 
prudence and foresight in dealing with it, for public debt 
is of various kinds, for different pui’poses, with various con- 
ditions attached to it. 

There is a temptation for every government to resort 
to loans when it is in difficulties and tlius shift on to future 
generations what should properly be home by the present 
one. Tlie government is furtlier helped in this step by tlie 
lack of scrutiny on tlie part of the legislature of anything 
that does not immediately affect tlie tax-payer. Democracies 
are spendthrifts; if government decides to increase expendi- 
ture on a particular service which has tlie favour of the 
house, there will be tremendous applause, even if sucli a 
step is in tlie long run not in the best interests of the state. 

To call for carefulness in floating loans is not to deny 
that there may be occasions on which they are not only 
feasible, not only desirable, but even necessary. But in 
every case where tlie government resorts to borrowing it 
must take great care to see tliat there are sound reasons for 
so doing. 

In India increase of expenditure is inevitable. We are 
a hackivard country struggling politically and economically 
to come to the front rank of nations. Nation-building ser- 
vices have to be built up ; nation-defending services^ have 
also to be cared for. Our public debt has been rising steadi- 
ly, yet it has this good feature tliat it very largely consists 
of productive debt. 

The total public debt of India is shai'ed betiveen the 
centre _an{LtheL Provinc es. . On 31st March, 1937, i.e. on tlie 

1. A Navy and an .Air Force are rather expensive items! 
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e\e of provincial aulonomj, U was Rs 1,209 
this Rs 1,179 crorca perlaineil lo Uw fonner and 
crorestoUielalter Tlie ccnVral delit mcludcd Rs J^crorcs 
wliicb v^ere utilised in maVing advances lo llic provincw 
Hence the true central and provincial debt 
Rs 1,011 crorto and Rs 168ctorcs. On Slsi March, IJiu. 
three >ears after provincial autonomy '*1 , ,7 

total debt of India v\ as Us 1,315 crorcs, of which Rs 1,1 
crorcs were central and Rs 168 crores provincial 


Classification of Debt 


Debt is classified m India as (o) permanent or funded 
debt, (b) temporary or floating debt, (c) unfunded debt and 
(d) loans from Uie Central CoTcmmenL Permanent debt 
includes debt which at the time of issue lias a currency of 
more than twelve monilvs The capital is cillicr repayable 
at the governments will or after a fixed number of ycarsi 
in the fir<t case it is called intenninablc funded debt, e g 
3j9ti Government Promusory Notes, and m the ®*cond ter 
iDinable, e.8 the I9i7^7 Joans which must be repaid 
at any time belvreen 1917 and 19a7 by giving short notice 
Floating debt is debt of a purely temporary nature, repay . 
able within twelve months, e g. v^ays and means advances by 
the Reserve Bank or treasury bills Floating debt is un 
funded debt, yd here in India the term ‘unfunded’ i* 
reserved for certain interest bearing obligations of the Cen 
tial Government as post office cash certificates, ^vings bank 
deposits. Slate Provident Funds etc In the provinces instead 
of unfunded debt llierc is the division “ loans from llie Cen 
tral Govemmenl” m whtdi arc included advances from that 
government not cancelled or consobdated Permanent debt 
may be either in sterling or in rupees according as tlie loan 
IS floated m London or in India ho provinaal loans how 
ever, are in ^terlmg 


m pubi c dcU of India is aW w uqms the annual reiesiue of India. 
Per capiu indOrtedness » abo«t Rs. 45. On 31st XIarch. toil («hc 
U.«t j«r for wh di actual figures are available) ihe loial debt of India 
TO Rs. 1.256 crores, of uhich Rs. 1 111 crores were central and 
Rs. 145 crores pronnoaL 
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Of the total defat on 31st March, 1940, Rs. 886 crores 
formed tlie permanent defat, Rs. 122 crores tlie central loans 
to the provinces, Rs. 57 crores tiie floating and Rs. 251 crores 
the unfunded debt. The permanent debt was divided into 
sterling debt amounting to Rs. 425 crores^ and rupee debt 
of Rs. 461 crores.^ 

The distinction faehveen permanent, floating and im- 
fu^^ debt is rather a^itrary. Much of tlie floatmg“defii: 
is renewe'd“evefy''tliree months %vitli great ease and dierefore 
seems not to be very different from permanent debt. When, 
however, it is felt that repa 3 nnent of floating debt within a 
reasonable time is not possible, the wisest course is to fund 
it. Hence tlie distinction between funded and mifmided 
though rather vague may be of some use. Secoadly,_un- 
funded debt is floating debt, and the classification in Indian 
finance that tends to distinguish between the two is also 
arbitrary. By floating debt is meant borrowing to assist die 
government's ways and means position ; by imfunded all 
other debt obligations which cannot be classed eidier as 
permanent or floating. 

From the economic point of view there are two classi- 
fications which are very important : (a) productive and un- 
productive debt, and (6) internal and external debt, the first 
because it has reference to the objects of expenditure, and 
the second because of its reactions on the internal economic 
structure of the country. Produc tive debt is debt on expen- 
diture which yields a return on die caj^al assets which it 
bj Fmgs' into " ex istence ; un pro ductiv e' wKich~yieId's'lio*"im)ne- 
tarv retu rD.j.,„ Produ ctive debt jf^m the economic "point of 

1 . Converted at is. 6d. 

2 . Of the total debt outstanding on 31st March, 1941, Rs. 908 crores 
formed the permanent and floating debt, Rs. 120 crores the central loans 
to the provinces and Rs. 228 crores the unfmided debt. Of the above- 
mentioned permanent and floating debt, sterling debt amounted to 
Rs. 341 crores and rupee debt to Rs. 367 crores (including a little 
over Rs. 2 crores of interest-free debt). 

3. By far the greater part of Indian public debt is productive. Very 
large amounts Iiave been spent on railways and irrigation works 
(atout Rs. 800 and 150 crores respectively). In the unproductive debt 
as much as Rs. 230 crores is due to tlie contributions made by India 
to Great Britain during the last war. As most of our debt is pro- 
ductive the burden on the taxpayers is not at all heavy. 
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■View gives no^us«Joc alann , unjjrodu^vc debt^hoM^ei^ 
jTa Jea3 weiglit on ihe counlry’i finances, icl there may 
be occasions vvhen such unproducUte debt is necessary, c b- 
to prevent a« invasion of the eouiilry or m the case oUuch a 
hachward country as ours for pnmary education unpro- 
duclne dcht requires clo&e scrutiny To cover up budget 
deficits or for expenditure on objects uhiclt arc not a neces 
sity and which yield no return borrowing is often resorted 
to and such borrowing must be closely watched specially 
so because Uie legi«Uiure is apt to give in to the executive 
where no immediate burdens are imposed 

Internal debt is that lield by national* As interot 
payments do not leave the cotmiiy, there is only a re-di>ln 
buUon of the national income External debt is helfi-hy- 
non national) , money leaves the country and *o affects the 
balance of payments As ultunately such pajments arc w 
goods and services, external debt involves a drain on tlie 
country’s resources Out here again external debt may be 
necessary for economic derelopment, specially when 
internal capital is *h> Most of the external debt of India 
IS in sterling and held by the l/nited Kingdom 


Floatwc Debt 

Ways and means advances by the Reserve Bank and 
fonn the floating debt of fndia InTTprevious 
chapter we saw that in executing the budget Uie admimstra 
tion has to make paymenls throughout the year Revenue 
on me olber hand does not come in evenly enough or m 
suifacient amounts to make the required pajmenls By tlie 
end of the year revtoue and expenditure will normally 
balance each other but m the meanUme government must 
provide lUeU with funds to meet its ohbgalioni as they 
arise In India current revenue generally falls short of 
expenditure during the period from April to December, 
most of the revenue coming m Utweea January and March. 
Ihe government resorts to way» and means advances and 
1 Vide Ch. VIL 
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treasury bills to tide over sucli temporaiy difficulties 
pending the collection of revenue. 

Wavs and means adv a nces, tak en from tlie R^erve 
Bank, have a currency of not more Hian IHr^ montlis, 
thoujhndiey m ay be" p aid' 'bac lc.l?Y..iaking. otheir waysjaml 
means advances... Usually such advances together with 
interest accruing on them are paid back in good time, at 
any rate before the end of the year. 

Treasury bills are issued to the public and have a 
currency from tliree to six, nine or hvelve months, though 
usually for three or six months. Treasury bills may be 
and are renewed ; and tlius part of tlie floating debt is really 
permanent debt kept in a floating form. 

Ways and means advances are used if the amounf 
required is small or if the period is less tlian tliree months] 
Treasujy are more suitable when the period lor which 
borrowing is necessary exceeds three months, tliough much! 
will depend on the state of the money market as it is likely! 
to be at the time of repayment. Ways and means advances 
have this great advantage that they can be repaid at any 
time, and interest is calculated only on die amount actually 
utilised. The> are like overdrafts on the govemment 
account. Treasury bills are repayable only at maturity 
and hence inteiest has to be paid for the whole period. 
Whether ways and means advances should be taken or 
treasury bills issued will be regulated by the interest 
charges, government’s determination being to keep these as 
lo\V as possible. 


Unfunded Debt 

The total amount under this head on 31st March, 1940 
was Rs. 251 crores, made up of State Provident and Pension 
Funds, post office cash certificates and savings bank deposits.^ 
Stale Provident Fimds need hardly any explanation ; these 
are provident funds for the benefit of govemment 

1 . Issued for the first time in 1317. 

2 . In the provinces only Provident Funds, as S. B. Deposits and P.O.C C. 
belong exclusively to the centre. On 31st March, i94r, unfunded 

, debt amounted to Rs. 22S crores. 
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emplojees Urge amounU are m go^emincul oiblody and 
as the repajmcnls are generally much less Uian the accumu 
latioo, goemrocnt lus large funds at its disposal to aid « 
m Its capital worhs programme 

Post office cash certificates and Uie savings banks v*ere 
started lo tap the savings of the small investor ^o single 
^person can micst more than Ils 10,000 in the former and 
(ills 5000 m tile latter This form of investment 
'^to the middle class invc!>ior parucularly, and from 1924 
to 1936 therefore there vsas a contmuous rise m the balances 
under these heads Post office cash certificates vere eagerly 
bou^t up till 1935-36 in which year tlie investments 
amounted to about Rs 66 ctorcs After tliat date there was 
a gradual reduction in interest rates > repayments became 
heav 7 and now exceed the issues in a given year Savmgs 
banU deposits have also shovm a continual risC, rcaehuig 
tlieir peak in 1933-39 wlien nearly 81 croies were obtained 
from tliesc deposits ^cn tlie rates of mlctcsl were 
lowered the rate of increase of these deposits fell off 


Post Office Cash Certificates These were issued for 
the first time in 1917 They nin for five years, at the end 
ofjshich the principal is repaid with compound interest, 
thou^ tlie holder has the option to demand payment at 
any lime on foregoing the interest that has accrued or some 
part of It, The certificates^ are for sale all the year round 
and at all post olEces doing savings bank business No 
payable on ihc^e certificates. On 31st March, 
1941, toe amount outstanding was only Rs 49 crores The 
great disadvantage of postal cash certificates is that during 
a panic or an emergency repayments may be demanded on 
a large scale, thus causing eenous embarrassment and 
anxiety to ^vemment. The cetuficales are Uicrefore 
deposits at caii or as they have been termed “ currency notes 
bearmg interest i— - — 


Postal Savings Boat 
conlmuously smee 1924 , 


Deposits These have risen 
and when interest rates were 


'The cerUSatn are usoed at Die 
sfioo, 5,000 aod icvooa 


wsae pnee o{ R*. xo 


50, 100, 500, 
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lowered only the rate of increase fell off. The sum out- 
standing on 31st March, 1941, was placed at Rs. 59 crores. 
This large sum is available to government for their ways and 
means or capital programmes. The difference between the 
deposits and withdrawals during tlie year may be considered 
-as a sort of loan at a low rate of interest^ and is tlierefore 
very helpful for the ways and means position. The idea 
of tlie postal savings bank is to attract the savings of tlie 
small investor. As postal facilities spread in the rural 
areas, more people \viU surely begin to place their moneys 
on deposit in these savings banks, ■which even at present have 
succeeded in promoting thrift and are popular with all 
classes. 


Permanent Debt 

Pernianent.debt. consists of terminable and interminable 
securities. The latter are those on which government pays 
interest without the obligation to repay the principal on a , 
specified date or within a specified period. Terminable ' 
securities are short-dated, medium-dated and long-dated 
depending on tlie period of currency, at the end of which 
the principal has to be repaid. Most of the government loans - 
before the World War of 1914-18 were interminable. 

Government securities may be held in three main ways i 
(c) Stock, {b) Bearer Bonds and (c) Promissory Notes. 
Tlie first is a certificate granted to the holder that he has 
been registered in the books of the Public Debt Office as 
being the owner of a specified amount of government stock. 
Tlie stock certificate cannot be negotiated ; transfer is effect- 
ed only by a transfer deed. Hence the certificate is im mu ne 
against loss by fire, theft, or other eventualities. None 
besides the owner can get any value for it. Interest is paid 
by warrants payable at the Reserve Bank or a branch of the 
Imperial Bank or a treasury. 

Bearer Bonds on the other hand are fully negotiable ; 
for they are made payable to bearer and mere possession 
is sufficient to constitute ownership, so far as government 

1. At presetit 

23 
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JS conccmwl A bearer bond ccrlifiw ibal ibc holder 
cnbilcd to a specified amounl in rc'pccl of Ihc loan lo 
«hitb the bond relates Transfer o( lhc‘« bonds is made 
ruihoul any forTnabtics by the mere physical banding o\cr 
of the bond by tlic traiuferor to ibe transferee NVhen the 
loan matures, the bond in re«pcri of it also matures , ami 
repayment is nude lo the one who prcaeiils ilic Iwou wiih 
out any inquiry as to hts title and status, and without any 
endorsement Iicmg required Interest is obtained by pre- 
senting ihc coupons attached lo the liond on the dale 
at the oiBce or treasury at whidt the bond is registered for 
’payment This form of security is very nsfcy to hold a^ 
if It ts lost or stolen, the owner is deprived of his tight and 
title to lU Hence the is«ue of bearer bonds baa always 
been discouraged by Uic government and of late di»oonUnucd 


A promi^iory note is a half way hoa»c between t^ 
stock certificate and the bearer bond, for it can be negoUated 
but cnly under the endorsement of the holder. A promis 
sory note coniains a promi*e by die government conceroed 
to pay a certain person a <pecified amounl on a fixed date 
or after due notice* and lo pay rntercs^l thereon halfyearlf 
at specified rates A promw-ory note conlaitu cages on the 
reverse for endorsements. i£ transfer is to be clTcclcd In 
icrcsl IS payable at the Bank or treasury, according as U is 
mentioned in the note, on presentation of die note itself 


Brief mention must al«o be made of three other forms 
of debt, tiz., Covcmnient Bonds, Debentures and Debenture 
'..lock and Aonuitica which were more largely used m times 
^st for financing capital expenditure on railways and 
daring and aficr the war of 1911-18 for the purpose of 
short and medium dated borrowing. 

(^vemment Bonds were usaed during the lj«t war and 
lormM tlie major portion of the short term debt for a num- 
her of after tlie war These were then considered as 
^rt of the fioaling debt and were for three, five or ten years. 
Almost all the bonds nave been paid off 

’ ^ «f the kwa to uluch the prwnusofy note 



PUBLIC DEBT 


355 


Debentures and Debenture Stock are closely allied to 
Government Bonds and were chiefly issued in England in 
connection ’ivitli Indian railways either by the Secretary of 
State or by railway companies on the guarantee of tlie Secre- 
tary of State. Debentures are for a fixed period. Though 
debenture holders have a lien on an undertaking, no such 
obligation was incurred by the Secretary of State ; there 
was only a personal contract with him. Debentme stock 
is redeemable either at a distant date or not at all, at the 
option of the person making tlie issue. At present there are 
no debentures outstanding but only debenture stock on 
account of certain railways, e.g. the E.I.R., the E.B.R., the 
S.I.R. and the G.I.P.R. with interest rates varying from 
3% to a%.i 

Annuities were also resorted to on behalf of the rail- 
Avays. They Avere issued for a specified period Avith fixed 
annual repayments of principal and interest. These annui- 
ties Avere paid to the shareholders of the raihvay companies, ^ 
as the share capital at tlie time of purchase was too large 
to be conveniently made in one lump sum. By means of 
these annuities the payment Avas spread over a long term 
of years.^ 

Repayment, Conversion and Redemption of Debt 

The nature of public debt has undergone a change since 
the Great War of 1914-18. Before the Avar borroAving seldom 
exceeded Rs. 3 crores in any year and all the loans raised 
Avere non-terminable, Avith tlie result that tlieie Avas no obliga- 
tion to repay tlie principal borroAved. Hence the question of 
repayment Avas not an lugent problem. After the Avar gov- 
ernment’s loan policy undenvent a radical change for in the 
first place, rupee loans instead of sterling loans Avere floated 
as far as possible, and in the second place post-Avar loans 
were generally of a terminable character. 

1 . All these %\ere taken over by tlie Secretary o£ State at the time o£ 
purchase of the companies as part of their oustanding liabilities on 
the terms on which they were originally issued. 

2 . The E.I.R., the E.BR., the G I.PR, the Madras Railway, tlie Smd, 
Punjab and Delhi Railway (N.W.R.). 

3 . The EI-R. Annuity nms from 1880-1953. 
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■When a loan has lo be repaid on or by a fixed dale 
arrangemenu base lo be made to as to put goicmmcnt in 
possession of adequate fund* to pay off the loan Yet^ere 
was no systematic scheme for the amortisaUon of debt beioro 
1920-26 , m practice revenue surpluses were utili^ lor 
capital expenditure on railways and irrigation Sinking 
funds are required to be csUtblished by Acts of Parliament 
for the payment of annuity insulmcnts in connection mui 
the purcha^ of certain railways but there are no other 
sinking funds esUhh‘'hcd by statute for making regular pr^ 
Msion for sudi repayments The principle of sinking funds 
Is dial the sum set aside every year together witli the acw 
inuUied interest is sufficient lo repay the principal at 'he 
end of Uie specified tune Or in the alternative the pnn 
cipal and interest for a specified period art gradually paid 
up through annual instalments. 


When the market rales are favourable conversion « 
resorted to Tlie loan that has lo be repaid carries m such 
an event a comparatively bi^er rate of interest > nnd the 
interest fur Uic conversion loan is fixed slightly above the 
market rate so tlut the loan holders may be induced to con 
vert their hold ngs into the new loan For example, die recent 
3^ and 2^% loans have been m pan subscribed 
through conversion 


From 192o26, cliiefly on the iniUative of Sir Basil 
Blackett, the then Finance Member, a general scheme for 
the ledurtKKi and avoidance of debt was adopted Every 
year from the general revenues of the centre a sum of Ib» 1 
crorcs plus l|80tb of any excess ui the total debt on 31st 
March of the preceding year over that on 3Ul hlardi, 1923, 
(the clerlmg debt was converted into rupees at Rs IS to the 
£ fo die purpose) was set aside for debt redemption- The 
pur^«e of this redemption scheme was to e^uiguivh the 
productive debt in 80 years and die unprodu^ve in a niurh 
‘hotter period It was in operaUon upto 1928-29 and after 
that conUnued lo 1932-33 with thu modificaUon that the 
sterling debt was converted into rupees at Rs, 13 1)3 to 
the £ Then come the depression and everywhere amorti»a 
tion paymeau and sinking foods vrere reduced m order to 
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produce balanced budgets. In India o^ving to tlie depression 
railways ceased to make any contributions to the general 
revenues, and so tlie amiual provision for debt redemption 
was reduced to Rs. 3 crores from 1933-34.^ 

Provincial Debt 

We have seen in a previous chapter tlie arrangements 
made on the introduction of provincial autonomy with re- 
gard to die cancellation and consolidation of debt owed 
by the provinces to the centre. The debt of certain provinces 
incurred in the pre-autonomy period has been cancelled in 
part or in full ; and the balance has been consolidated for 
each province into a single debt cariying a single rate of 
interest. Tlie repayment of this consolidated debt is pro- 
vided for by a series of annual equated payments of prin- 
cipal and interest spread over 45 years. These repa3nnents 
are a charge on the provincial revenues and are non-votable. 

The new constitution grants to the provinces the power 
to borrow on the strength of tlieir revenues. But die pro- 
vision for amortisation is governed by the terms of the noti- 
fication of each loan. Generally a depreciation fund of 
per annum is provided for to prevent large fluctuations 
in market rates over the issue price. ‘ 

Apart from diis arrangement in connection with die 
recent open market loans, there are no general principles 
uniformly observed for the redemption of debt. Amortisa- 
tion for unproductive debt may be based on the period of 
maturity of the loan and to die chances of groivth of diis 
type of debt. However, sounder finance requires diat 
amortisation arrangements should refer to the object of bor- 
rowing than the period of maturity. The period should be 
comparatively short where expenditure on unproductive pur- 
poses ought to be more properly met from revenue, or ivhere 
assets constructed from the loan are short-lived, or where 
the debt is likely to increase very rapidly. Wliere a 

1. The sum for debt redemption is taken to the head 'Appropriation for 
the Reduction and Avoidance of Debt’ under tlie Deposits Section 
of the accounts. 
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nauonal asset i! produced the ainotliialion penoJ “''onU 
never exceed the litc of die asset. 

staortisation for productiie leans 
cular circumstances of each ca-e and if die 
of an asset sub lanlially exceeds die intcrKt “j 

amortisation is not verj necessacs, diousll it 
prudent to inabe amortisation S™,'-"'*, f e . die 

most productive debt and refate diem to die life ol 
re\enue producing asset* 


Repathiatio’^ of Debt 
Reduction of sterling obligations, \ilncli has 
been before the goiemmcnt, has been going on from 
35 and m particular from 1937-38 Repatriation const » 
in paying off foreign obligations If needed an 
amount in tlic national currency is issued in cxclja^ 
Hence while sterling debt lia» been considerably rcouceo* 
tlie rupee debt has increased Tlic Resene Bank paid up 
and cancelled the sterling securities, and the holders ''Cre 
gneii cash or allowed to coo\crt the proceeds into a rupee 
loan bearing a similar rale of interest and period of malB 
rity at prices fixed from lime to Imic by the Reserve 
Railway Debentures to the tune of £ Ij tniUions have been 
paid off as well as £ 9J millions for the Family Pension 
Fund Since the outbreak of war in 1939 large sums have 
been repatriated and at present tbe repatriation of tlie whole 
of our sterling debt is in siglit^ Tbe advantage of internal 
debt as against external debt lias already been pointed out. 
The criticism against government has been that they failed 
to embark on such operations earlier 


Floating a Loan 

Many dungs have to be considered before a loan »» 
floated if die best results are to be obtained , for a loan which 

1 \Vh«ti borrow ng is lor tie purpose ot tnaV qg loan* lo cult valor*, 
etc. tl en tl e actual rccovme* ot pn tapal are a sort o( amort sauoii 
it used for that purpcoe and f aVI t«ses etc. are \-ntten off to revenue- 
2. Of i2-6 null ons outsund ng on 31st Alarch, 1937 a sum of itS8.S 
null ons V2S repainated upto 31st March, 1942 and U it expecudi 
that tlt« balaoce v 11 be retired duruig ihi* year (1943) 
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is not subscribed to in full casts a slur on government’s pres- 
tige. First of all the amount of the loan must be settled 
upon. This will obviously depend on the purpose for which 
the loan is required, whether for conversion or a large capi- 
tal project or for general purposes, but the amount of a loan 
must not be too small. Sometimes, e.g. during war, the loan 
is open to subscription indefinitely. Then the next con- 
sideration will centre round the rate of interest, the date of 
maturity and the best time to float the loan. Loans 
are usually floated in the “ off ” season when market 
conditions are easy, that is to say generally between 
Jime and September. Perhaps tlie most difficult thing 
about a loan is to fix die rate of interest, for unless the yield 
is attractive enough there is little chance for the loan to 
succeed. The rate is fixed with reference to market condi- 
tions and die currency of the loan. A non-terminable loan 
will carry a higher rate than a short dated one. The less 
die period of maturity the lower the rate of interest, so diat 
on treasury bills the rate is, compared widi the rate on other 
forms of debt, very low indeed. The rate also depends on 
the issue price and repayment value, for sometimes die loan 
is floated at a discount so as to keep the interest rate on 
the same level as before ; sometimes at a premium with a 
higlier rate of interest ; and veiy occasionally it is issued 
at a discount and repayable at a premium. The idea behind 
all diese devices is to make the loan appear very attractive 
even though at bottom the yield is the same. 

There are diree stages in the procedure for floating a 
loan : (a) the notification, (6) issue of instructions to trea- 
suries and sub-treasuries, and (c) the progress of loan 
applications and distribution of the loan scrip. The notifi- 
cation is prepared by the Reserve Bank who advise govern- 
ment on all loans and float the loans for them. The amount 
and the rate of interest have to be kept in great secrecy, or 
they may have a disturbing effect on the market arising from 
the action of speculators.^ The notification is circulated to 
the Accountants General who will dien advertise the loan 

1 . Secrecy is alf the more important when the market in government 
securities is bearisit. 
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locally Inslructions to the ireasuncs are >ery impoituJt, 
as in\c»tors outside the l»ig ciUcs mu»t appl) lo ,*" 
the loan Applications may come in scry last and 
the loan will be closed scry boon- ITicre base been 
where the loan was closed fisc minutes after being opttie 
The Rcser>c Bank also floats treasury bills for tbe £0' 
emroenL The tender bjbtem is adopted and goiemnienl fS 
therefore m a position lo fcccurc the most faiourable 
Tenders are invited every v»cek on a particular day 
during the rest of Uie vseek, bomctimes, treasury bills are 
‘ on tap I e obtainable v»hcn v»anlcd at Uirec pies 
than the accepted rate on the previous oflicial day Thc'e 
are called intermediate treasury bilU 


Admimstrxtion of Public Debt 

The gcnetal control over public debt rests with the 
Finance DepartroenU though the management is eatruited to 
the Reserve Bank of India Before the establishment of •"* 
Reserve Bank the Central Public Debt Office, situated al 
Calcutta, was managed by Uie Controller of the Currency, 
and there were Public Debt Offices at Bombay and Madras. 
From October 1937 the Reserve Bank look over the 
administration of public debt from die Controller and ewr 
cieed bis powers and functions tbrough tbe Manager of th® 
^^^tla office. A fresh Public Debt Office was opened at 


At the beginning of mi die Central Public Debt Office 
was transferred to Bombay, and the administration of loan*, 
with a tew exceptions t was dccenUalised So now there 
n Bombay, CalcutU, Madras 

and Delhi ,2 and the Central Public Debt SccUon in Bombay 
15 the administrative agency exercising the powers under 
the Se^nUes Act li manages the public debt and mam 
tarns die accounts relating thereto 

’ SiSbS'" 
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The duties of tlie Reserve Bank relate not only to the 
issue of new loans and treasury bills but to payments of 
interest and principal, and to all other tasks in connection 
with the consolidation, division, conversion, cancellation and 
renewal of securities, and with the maintenance of accounts 
and registers for the same. The Reserve Bank is also tlie 
sole agent for government investments either from their own 
funds or funds managed by them. 

The Public Debt Office is in charge of tlie Manager of 
the local office of die Bank, but routine work is attended to 
by an Accountant. Tlie office is divided into a number of 
sections, each in charge of a Superintendent. Among the 
sections are those dealing with forms and the renewal of 
certificates, die receiving of scrip, the examination of 
interest notes and notes presented for renewal, book debt, 
diat is stock certificates, the accounts of the local office, the 
maintenance of central accounts relating to public debt, die 
issue of new loans and the verification of interest vouchers 
audited by die Accountant General so as to ensure that 
treasury payments are in order. Formerly most of the 
public debt work was done in the presidency towns, now 
a substantial and important part of die work is done 
by die treasuries, as the amount of securities held outside 
die large cities is considerable. 

Trends in Borrowing 

First of all borrowing is on the increase. The total 
debt in 1921 was half that what it is today. Borrowing in 
itself is not a bad thing ; and in India so many services have 
to be started to improve the lot of the people that borrow- 
ing is a stark necessity for development. What is re- 
quired dien is to see that loans are not recklessly gone in 
for, and that every effort is made to provide as much as 
possible from revenue, and that the scliemes undertaken are 
of real value to the people. Fmther there must be arrange- 
ments made to provide for repayments of loans as they fall 
due. Secondly, almost all the borrowing now is in rupees 
with die result diat exchange is eased, ‘ sterling charges ’ 
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diminished and llie interesl of die people in Uie slahilily of 
go'cmment increased Thirdly, c»en the cAisting sterling 
debt Is being cancelled and repatriated so that the burdea 
of interest payments abroad is futtlier decreased There ts 
even the prospect now of India en ergmg as a creditor coun 
try after Uie present \var is over FourUily tlie rates of 
borrowing have considerably lessened Slort term rates 
have wiili the cslablislimcnt of the Reserve Bank definitely 
fallen as seasonal stringency is now a thing of the past 
T1 c rates for long term borrowing are also on a low level 
now FiW ly most of Uie debt of India being productive 
debt the burden on the taxpayer is very small, if not mb. 
"When railways pay their regular contributions to the general 
revenues there is even a small profit made on tlie debt, blost 
of the unproduclue debt (about three fourths of it or Ri 250 
crores) was due to Uic war contributions made by India 
to die United Kingdom during the last war With the 
present v ar on the unproductive jvorlion of our debt will 
still furtl er increase. The end of the war will probably 
find us \ uh an unproductive debt that is tremendously 
swollen 



CHAPTER XIV 


SOME GOVERNMENT DEPARTMENTS 

In lliis chapter ^ve deal witli departments which call for 
special treatment, namely, the Railways, tlie Defence Ser- 
vices, the Posts and Telegraphs and tlie Crown Representa- 
tive’s Departments. The Railways present unique problems 
both as regards organisation and the budget. The railway 
budget is in tlie first place separate fiom the general budget ; 
secondly, it is in normal times usually larger than tlie 
generM^ budget ^ thirdly,, tlie rai lways possess an accounti ng 
sy^m independent of audit ; lastly, diey h ave, in store man y 
changes' s anct ioned by^Uie^Act of 1935. The Defence Ser- 
viceT'accdunt for nearly one half, at present owing to the 
war even more, of the expenditure in the general budget ; 
tliey have their own accounts organisation and are senred 
by a special branch of the Finance Department ; tliey possess 
an organisation spread all over tlie country. Posts and 
Telegraphs are a commercial service with a large income 
and expenditure, with a special audit and accounts organisa- 
tion. The Crown Representative’s Department is a newly 
established one. Though not important it is still included 
to complete the picture of special government departments. 


A. Railways 

The first fact to be noted about die railways as a depart- 
ment of the government is that they foim the largest state 
.concern in India. The next is die diversity of the relations 
between the state and die railways on the subjects of oivner- 
ship, management and control. Most of the railways belong 
to the state though not aU are managed by it. There are 
six railways that are O'svned and worked by the state there 
are three which are state owned but company managed.- 

1. The G.r.P.. N.W., E.B., E.I.. B.B. & C.I. and B.N. Radways. 

2. The ir.S.if., A.B. and S.I. Railways. 
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There are t«o unpoitant Imca* odrera of 
iS. arc o»ned and rrorked b, companica^ 

To... aad manape, or noU Ure 

cises certain general powers^ over the railwa> 

Rail^savs Act of 1890 , and m addition, under the pr 
oFcoiSrat detailed control over 
all railway# m BriUsli India greatly ei^eding 1* . 

glTed by Aa. Ac. Coremmen. ha, aUo “f--" [“X 
iiitcrcU in all compaine, in UnUsh India and “ f ^ 
aims inlere 1 in most of Uic railnajs of Erst importance 
Tlie ditemty of condition, Aat now prevail, m the 
different railways is due to Uieir peculiar a 

DaAousic introduced Ac piarantced syalein in ' 

It wa, conlmued till 1860 Then followed man) aUem^ 
to aicure constniction of railway, on more favourotlle le^ 
wiAout Ae sivins of a guarantee of interest. Attcr t I 
the necessity for rapid extension of railwass Itd^tg, 
introduction of a modified guarantee system Tlie 
arrangements provide for the termination of contracts j 
the Secretary of Stale on specified dates and on tormina 
lion ihe company’s capital is repayable at par 'Iho-amoun 
of capital sunk in railways by the government totalsj igJg_ 
{ ihe colossal figure of 800 crores of rupees 


Under Ae Act of 1935 railway, have been clasaiEcd 
as (i) minor railways, le Uiose railways wholly wilhm a" 
province orTederated State which do not form a continuous 
line of communications with a federal railway whether oI 
the same gaug- or not, (ii) Indian Stale Railways, i e. those 
railways which are owned by a Stale and eitlier operated 
by the Stale or on behalf of the Stale oUienvise than m 
accordance v*nh a contract made with ihe State by or on 
behalf of the Secretary of State m Council, the Federal 
Government, the Federal Railway Aulhonly or any company^ 
operating a federal railvvay, and (i») FederalJlailwaya, i e. 
all other railways than ih^ ucluded m (i) or (i>) 


1 The B.N W and RolulLtond and Kuemaon Ra Iways. 

2. tg mspcctioo tMlore a line is opened lor iralTc. rules for safety of 
passengers even lo the exicni ol requiring use of part cular rcilios 
stock to be discootmocd emdmoM tor use of rail x-ay or roUing stock. 
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. ' The Railway Board 

The organisation through which the Goveminent of 
India exercises its control over raihvays is the Railway- 
Board assisted by the Railway Department. The Board as 
at present constituted consists of a Chief Commissioner of 
Radways as the President, a Financial Commissioner and 
two members.^ The Financial Commissioner is tlie repre- 
sentative of die Finance Department on the Board. The 
Board is assisted by a technical staff of directors and deputy 
directors who attend to the different branches of work 
and are responsible for the discharge of all but work of the 
highest importance. Hence the Board is free to devote itself 
to studying tlie wider problems of raihvay policy. 

To give the public an adequate voice in the manage- 
ment of railways a Central Advisory Council consisting of^ 
three jjfficial and tliy teen. non-official members was consti- 1 
tuted. Now it consists of all the members of the Railway I 
Standing Finance Committee ex officio, one^ nominated offi- 
cial member," six non-official ‘’members chosen from a* panel 
of eight elected by tlie 'Council of State from among them- 
selves and six more from a similar panel by the Legislative 
Assembly. This Council is a purely advisory body, which 
may 'discuss such important questions as may be placed v' 
before it by the Member for Commerce,^ and make recom- 
mendations thereon. 

The Railway Budget 

In 1924 tlie Legislative Assembly by a resolution? 
adopted the ‘ Separation ’ Convention^ by which the railways 
were separated from the general finances of the country; 
both “ in order to relieve the general budget of the Govern- ^ 
ment of India from the violent fluctuations caused by the 
incorporation therein of the railway estimates and to enable 
the railways to cany out a continuous policy based on the 

1. One for staff and the other for traffic. 

2. Now by the Member for War Transport. 

3. 'Vide Appendix IX. 
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necessity of mabng a definite contribution to general rcie 
Dues on tlie money expended by ihe Slate on railways 
Raihsays nerc therefore reipiired to make an annual 
bution which was a first diargc on their net rcccipU 
contribution was fixed on die capital at charge of »^er 
cial lines at the end of tlie penultimate year plus Ipm M 
any surplus profits remaining after payment of u»e lixea 
return, subject to tlic condition lliat deficiencies o 
contribution in any year were to be made good m sub»equcn 
years and that therefore surplus profits could not accrue i 
there were any deficiencies oulslantliog Tlic loss on 
strategic lines was Lome by the slate, and hence it 
deducted from the coiilribuiton to be made esery year 
surplus after deducting the contribution was transferred to 
a KmlwayJle^ene , but if llic surplus was oscr Rs 3 crores, 
then twoUurds of die excesa o\er Rs 3 crorcs w,.s taken 
to the reserve and the balance to the general rt.'enue»- 
The Reaene Fund could be used for makiug toe 
annual contribution, if necessary, and to provide, usO 
necessary, for depreciation, for wtriUng down or wnUng ou 
capital and for slrengtbetung the financial position of th^ 
railways in order to reduce rales or improve services 

From 1931 32 the railway earnings fell so low that 
no contributions could be made to the general revenues 
from that year Up to 193S-36 die suspended contributions 
^ounted to Rs 31 crores and loans from tlie Depreciation 
Fund to pay interest charges to Rs 31j crores From 
193&37, however, the railways again began to cam a 
surplus Ry 1942-43 all arrears were wip“d out and 
sub^la^llal sums over and above the required contributions 
were m fumre expected to be available to die general 
revenues On 2nd March Uns year the Assembly by a 
resolution made certain dianges m the convention of 1924 


Accorfing to the new aramgement die railways vfiH 
pay for 194243 a sum of Rs 2 95 crores to Uie general 
revenues over and above the current and arrear contributions 
due under the existmg convenUon From 194344 the 
surplus on railways from commercial bnes will be“aRocated 
between the Railway Reserve and the general revenues on 
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a consideration of the relative needs of each. For 1943-4^ 
25% of die surplus ivill go to the former and 75% to die( 
latter. ^ 

As in the general budget, there is die division of expen- 
diture into voted and non-voted. The Jform of the railway 
budget, its contents, the number of demands for grants, etc. 
are settled by die Raihvay Board in consultation ’ivith the 
Standing Finance Committee for Railways, The budget 
estimates are divided into two parts, the standing budget and 
new items, and are prepared by the different railway admi- 
nistrations and odier authorities empowered to incur 
expenditure for submission to die Railway Board. Each 
railway administration is divided into, divisions, and hence 
the scrutinising authorities will be the divisional officers, the 
general managers and the Railway Board. The ivays and 
means estimates for capital expenditure are submitted to the 
Finance Department for necessaiy provision in the ways 
and means budget of die government. The capital pro- 
gramme and new items are dien placed before the Standing 
Finance Committee for Railways^ for their approval. The 
complete budget, i.e. die demands for grants, the detailed 
estimates and the explanatory memoranda, is also placed 
before diat committee a few days before being passed on 
to the two houses of die legislature. The legislative pro-, 
cedure is the same as for die general budget. The Com-j < 
merce Member introduces die budget in the Assembly, the 
Chief Commissioner of the Railway Board in the Council’ 
of State. Grants are distributed by the Raihvay Board to 
die different railway administrations and the subordinate 
authorities ; the sums distributed are.^called allotments. The ■ 
railway budget is on a cash basis like the general budget ; 
and so unspent balances lapse at the end of the financial 
year. The General Manager is empowered to distribute 
funds to his subordinates in sudi mamier as he may consider 
most suitable, so that the sums allocated do not exceed the 
grant placed at his disposal. He usually keeps a sum un- 
aUotted as a reserve for emergencies that might ai’ise in 

1. The Standing Finance Committee consists of one nominated official 
member of tijc Assembly who is the Chairman, and eleven members 
. , elected by the Legislative Assembly from their body. 
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fte luluK As ‘’admmi°tra°>'>M base 

Ihe Bail»ay Board and Ihc i „ Leep watcli 

FinA-NCIAI. OnCAXlSATlON AOT CoNTROI, 

Tire head ol the Accounts Department is desi^trf as 

F.„a,K::i Adwser and O-tef A^O&m on 
managed railways and as Audi Accountant and 

Audnor or Ch.e! Accountant or O ie£ 

Auditor on company managed railways. 

them are Uic accounU officers attached to division^, 

«hops, stores depots and construcUon pro 3 Ccls. 

The account:, organisation siiKC 1929 has 
separated from audit 'Hie AixounisD ^ ^ a^^ 
railway is iherelore responsible , 

or audit oi transactions whether oi receipts or 
(61 prompt settlement o( proper claims against the 
(c) keeping of accounts, (d) helping the execuUie and 
admmistralue officers with advice when required on au 
mailers involving railway finance, and (e) seeing mat me 
are no irregularities m the transactions of the railways. 

Internal check is necessary before paying out moneys 
and ihis clieck, therefore, corresponds to tlie cJicck ol ai 
audit office, e.g check with reference to sanctions and order* 
by die executive aulhoiiUe*, the mslrucUons of Uie Finan- 
cial Commissioner and the Controller of Railway Account*, 
and the accepted standards of propnety. Tlie railways pay 
into or withdraw from the Bank or treasury in lump sum. 
The accounts officers also assist in framing estimates, tliougii 
the responsibility for them devolves upon tlie spending 
authonties concerned. 


The accounts officer aiAs on behalf of the railway 
administration, and so his position as against the executive 
authorities is that of a fncndly critic. If he b unable to 
accept orders as proper, he brmgs them to the notice of the 
executive officer ; and in the event of disagreement he may 
ask for the decision of the hi^er executive officer. 
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The principal accounting officer for all §tate*owne^ 

■ways in hrdia is the Controller of Railway Accounts who- 
fu nctions,, directly, wder , the Financial Commissioner. ' He 
,is responsible for the compilation of' the ‘"whole ' of the 
accoimts relating to receipts and expenditure ; he, therefore, 
issues instructions to the Chief Accounting Officers relating 
to the preparation and submission of retm-ns and accoimts 
required by him. 

The metliods of financial control are similar to those 
for other services of the government — ^revised estimates, 
watching the progress of expenditm'e, monthly reviews by 
accounts officers, and so on. The railways are a commercial 
undertaking of the government and hence maintenance of 
accoimts on a commercial basis is essential, showing in 
particular a proper allocation of expenditure between capi- 
tal .and revenue. The general principles governing such an 
allocation are given in appendix X. 

The advantage of having die accounts organisation 
attached to the administrative department is seen very clearly 
here, for die accounts officer not only keeps the accounts but 
assists very substantially in financial control. 

Audit is carried out by the Auditor General of India 
through a Direptpr of .Railway Audit .who conducts only a V 
test-audit of die total transactions for the year. The Audi- 
tor General prescribes die form of accounts required for die 
Combined Finance and Revenue Accounts. Subordinate to 
the Director are the Chief Auditors of gtate-managed railways, 
the Chief Auditor of the Railway Clearing Accoimts Office, 
and the Government Examiners of Accounts of the company- 
managed railways. These last have in addition the respon- 
sibility to safeguard the interests of the government where 
such interests are divergent from those of die companies, 
and to diis extent, therefore, are representatives of the 
Railway Department. 

Tjhe Federal Railway Authority 

The Act contemplates such an Authority in whom will 
vest the responsibility for the administration ,of railways in 

24 
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opfr-of 


India. Authority 

•.hom NiU be Aulbonlv hUI be saesKNi 

iiiCTelion to „ «iU be aLto a Kalbay 

by tbe Railway ^ i^baiial 'When ibe AulbontJ 

Conamllec and a Raila-ay Tnb . ^ bejebj?? 

is (slabHicd the (j„i„ Uiie ilctoa 

to ibe contiol of die legidalure. 1/ (.^^-5 arc tecehed 
li» in die general budge. ^ aeeounU 

^ ■a'?; ^aUdr^^^-inlenera. ,».e„ ol 

vUioQ o\tr the Authority- 

B. Dtieace Smia« 

Tbe Delenee Senlces at prtsenl are, 
tederaden U edabUdied '•«! 
tire copunl, eten diougli erUmates pciUmuig 1 
be dlsoSsed. , . 

Fraancial ccntrel in the Detente 
through three agencies, the Rtranoal Adrtre , ,, 

RnarS, the MiUtarr Account. Diriment 
tor of Audit, Defence SOTiceo. ^ ^“'r“b'i. a ^ »£' 
the head o( the Military Ftnance Branch >bicb la a 
the orcaniaalioa ol the Finance Departnicol- /Ihe 
Adviser U a Joint Secretary to Covcmmmt in the _ 
Department and as such directly re»poitible ^ * • 

fiat Secretary and the Finance Member. He ^ 

relation to the Delence Serrices that which the 
Secretary does in relation to ci>il^£paitin«ila- liis 
tions are twofold : to the miularf authorities > 

adrice for the expeditious disposal of their busing 
maintain adequate watch o>er military expenditure, 
assist as well as to criticise. The object of the Military 
Finance Brandi is to be in close.and continuous. 
touch Kidi the military admmi'tration and_yet_be sauij 
cienlly independent of that adminUtration. The Milita^ 
Finance Branch is located endrely at headquarters, as^ 
administration of the defence forces is highly centraliseu* 
The Fi nan cial AdsiscT is assisted by a number of Deputy 
Financial Adrisers and A^atant Fin.rpcial Adrisers. 
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Tlie Military Accounts Department of which tlie Milil 

Accountant General is tlie head is entirely under thd 
control of die Military Finance Brandi. Though the Fin] 
ancial Adviser is the Accounting Officer for the Defence Ser- 
vices, the Military Accountant General functions on his be- 
half as regards the keeping of and internal check on mili^tliry 
accounts. The Military Accoimts Department is also xes- 
ponsibl^ fOE xeceiviog^an4 disbursing ^moneys,jo,n behalf of 
theTJefence Services. 

The military accounts organisation is divided into dis- 
tricts ; a number of districts form a command. There are 
three commands, and tlie independent district at Quetta. 
At the headquarters of each command there is a Controller 
of Militaiy Accounts, who functions as a chief accounts 
officer and is subordinate to the Military Accountant 
General. In addition he acts as a Financial Adviser to the 
General Officer Commanding-in-Chief of the command. 
The controllers prepare the estimates, keep the accounts, 
make payments, furnish the commanding officers with statis-‘ 
tics for the purpose of controlling expenditure against allot- 
ments, and consolidate the accounts. The duties of a con- 
troller are those of a civil Treasuiy Officer and an Accounts 
Officer of a province. 

The Militaiy Accountant General consolidates the 
accounts and prepares the appropriation accounts, and 
assists the Auditor General in the preparation of the Fin- 
ance and Revenue Accounts so far as the Defence, Services 
are concerned. To ensure a high standard of efficiency in 
the Defence Accounts Offices tlie Military Accountant 
General or his deputy acting on his behalf periodically 
inspects these offices. 

Audit of the Defence Services is conducted by _a^ Direc- 
tor of Audit.„Defence Services, on behalf of the Auditor 
Ge neral. There are four As^stant JDirectors oF Audit, one 
at each command and one for Lahore and the Western Dis- 
tricts. There is an Assistant_Audit jOfficer at Quetta. As in 
the case of the railways the Director is only entrusted with 
audit duties and conducts a test-audit for the purpose. , 



372 


riSASCUL ADMLHKT8ATI0N IN INDIA 


Uc budscl ivFcpsrca m two 
budget and new '^demands The accouiiUog org 
assisU the admrnislrame agenae* m the 
estimates TJie esUmaica are prepared by ibc diHereni u 
and formations —at eacli unit Uiere js an accounlanU ^ 
ordmate to tlie controller Tlicy arc U»en c 

consolidated by the controller of a command. 3n* * 
cial Adviser scrulmi es them again and consoliMles 
for the whole of India He consults ilie Financial 
to die Government of India on questions where a new hn 
aal policy is embarked upon Fhe system of conlro t 
similar to tliat m other departments 


C P«u aod Tclc^nphs 

We ^11 consider only ilircc ;>omU here ihe^enctaU 
organisation of the department, the comnicrc'^lt aljoA-^ 
accounts, and the accounts and audit organuation, as 
features are die same as m otlier departmenU 
and Telegraphs Department is in charge 
General and is divided into a numbu of circles in .chars'! , 
of Postmasters General Each circle has its postal and 
telegraph sides 

From 1^0 liudgci control m this department has.i?acn 
decentrahs^, and s a-i^ch circle prepar es its .owm, esti raji^^ 
diviUed into standing charges ai d new items It al»o walcbrt 
the process of revenue and expenditure against Uie estimates 
and grants and lakes steps to regularise all exccsacs d 
expenditure 

There is also a Financial Adviser, Posts and Tele 
graphs who is the representative of the Finance Depart- 
ment in the Posts and Telegraphs Department. Ltl^ 
Financial Adviser, MiliUry Finance, he assists the adminis- 
traUve authorities in financial mailers such as the ptEp^ra 

tion of the budget, waUdiing the figures of revenue. and-^A. 
pendilure, etc He also sctuliaises tl e departmental pro- 
IposaU on behalf of the Finance Department. 

The pecuharity of this department is that it has the 
accounts and audit service attached to the department Bo* 
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accounts and audit are under die Auditor General. The 
actual work is carried out by the Account^l General, ^Poats 
and Telegraphs, at thejcentral office, assisted by four depu- 
ties. He compiles the accoimts and audits theiu. The ini- 
tial accounts are not kept at the treasuries but recorded 
departmentally. Receipts are deposited and vdthdrawals 
made in lump sum at a treasury or the Bank. 

The Posts and Telegraphs Department was reorganised 
from 1st April, 1925, on a commercial basis and the changes 
made were (a) the institution of a capital account to show 
die value of die assets, (6) die institution of a Depreciation 
Fund on a sinking fund basis built up from contributions 
charged to die revenues of die department, (c) the institu- 
tion of suspense accounts linked up with the main govern- 
ment account in which are recorded die ti-ansactions relating 
to die purchase and consumption of stores, and the transac- 
tions relating to manufactures, etc., undertaken in depart- 
mental workshops, and (d) the opening of a head, in the 
government ledgex', to show the true or commercial profit 
or loss on die working of the department. It is in conse- 
quence of this diat the department bears all charges for 
services rendered by other departments to it and receives 
credits for services rendered by it to die other departments. 

Being a government department die net profit or loss 
merges into the general balances of goveniraent. Howevei', 
die department receives a rebate on interest charges in les-, '■ 
pect of any surplus diat it may earn after meeting all charges.^ 

The Post Office undertakes two banking functions for 
the government — in cpiinection_with_savings bank deposits , 
and cash_certificates. These functions are tacked on to the 
postal department to take advantage of its wide organisation 
which spreads to every town and village in India. 

The Crown Representative’s Department 

This department is divided into two parts — the Politi-!"- 
cal and the Crown. Finance Departments. The latter 
prepares the budget and exercises general financial controls 
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■n,c budecl IV prepared itt Ixo P"*^'' ‘“I 
budget and new ''demands The accounUog or&» 
asM^u the adramislraii\e agenaes ui the ®;,. ,u 

esUmates The csUmalcs are prepared by the i 

and fonnalions, — at each unit tlicre u an accounlaai* 
ordmale to the controller They arc Uien 
consolidated by the coutroUer of a command- Ibe ft^ 
cial Adviser scrulim ea them again and consoli^to 
for the whole of India He comulls the Financial beatujj 
to ll e Government of India on questions where a new in 
cial policy IS etnharLcd upon The system of contro ^ 
similar to that in other departments. 


C Posu and TclcsrapKt 

We shall consider only llirec points here tlic^cncr^J 
organi«aUon of llie department the commercial atjfiJM* 
accounts, and the accounU and audit organualJQi’ otbw 
features are die same as in other departments Tlie FnsU 
and Telegraphs Department is m charge 
General and is divided into a number of circles m choifi® , 
of Po tmaster* General Each circle has its postal ana ' 
telegraph sides 

From 1936 budget control in tins department has-heca 
decentralis^, ami M.r. jrli circle prepares its own e.ti m'i^.i 
dmdeTinlQ standing charges and new items It alao watches 
the piogresa of revenue and expenditure against llie estiniat®^ 
and grants and takes steps to regularise all excesoCs of 
expenditure 

There u also a FmancmL-Advi«er, Posts and Tele' 
graphs, who is the representative of the Finance Depart 
ment in the Posts and Telegraphs DeparlmenL Lite the 
Financial Advi*er. Military Finance, he assists the adminis* 
tralive authorities m financial matters such as ihejircpara 
tion of the budget, watchuig the figures of revenue aod-ni 
pendilure, etc. He also scruumses the deparlmeaul pro- 
iposals on behalf of the Finance DepatlmeuL 

The peculiarity of this department is that il has the 
accounts and audit service attached to the department. Both 
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accounts and audit are uiider the Auditor General. The 
actual work is carried out by the Accountant GeneraJ, Posts 
and Telegraphs, at the central office, assisted by four depu- 
ties. He compiles the accounts and audits them. The ini- 
tial accounts are not kept at the treasuries hut recorded 
departmentally. Receipts are deposited and withdrarrals 
made in lump sum at a treasury or the Bank. 

The Posts and Telegraphs Department %vas reorganised 
from 1st April, 1925, on a commercial basis and the changes 
made were (a) the institution of a capital accomit to sho^v 
tlie value of the assets, (6) the institution of a Depreciation 
Fimd on a sinking fund basis built up from contributions 
charged to the revenues of the department, (c) tlie institu- 
tion of suspense accounts linked up with the main govern- 
ment account in which are recorded the transactions relating 
to the purchase and consumption of stores, and the transac- 
^ons relating to manufactures, etc., undertaken in depart- 
mental ^vorkshops, and (d) the opening of a head, in the 
government ledger, to show the true or commercial profit 
or loss on the working of tlie department. It is in conse- 
quence of tliis that the department bears all charges for 
services rendered by other departments to it and receives 
credits for services rendeied by it to the other departments. 

Being a goveniment depaitment tlie net profit or loss 
merges into the general balances of goveniment. However, 
the department receives a rebate on interest charges in res- 
pect of any surplus that it may earn after meeting all charges. 

The Post Office undertakes two banking fmictions for 
the government — in cgiinection„vvith savings bank deposits , 
and cash_certificates. These functions are tacked on to the 
postal department to take advantage of its wide organisation 
which spreads to every town and village in India. 

sjD. The Crown Representative’s Department 

This department is divided into two parts — the.Politi-'" 
cal ^aiid the Crown Finance Departments. The latter 
prepares the budget and exercises general financial conlrok 
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Many financal ponera arn. ho.evcr, dclegalnd to tin 
Political Department. 

■n,e Croon Rcpre=a=nUt,>e, b-JS^ 

shows the net amounts that mU't be paid over y . . 

Govemment to die Crown Uepn^tativc for the d ^at. 
of his doUc n.o Aeconotiot General, Ce"‘'‘‘' 
prepare. Uic appropriation accomts and „ 

Audit of die Crown liepreMmtaUie . aeconnu m a ^Uitory 
obliEaUon on the Auditor General, evCT , f^iem 

entirely separate from tlie acconnU of ^ „f 

ment The audit report i. submitted to tlie Se™*^ 
Sute It lias been arranged that ibc demands 
CrQ\vn Represenlau\e will be shown in the draiands I 
granb ol die Central Goremment as au appendix inercio 
Audit Mill apply the same rules and principles to the 
Reprcsentaliic's accounts as to the accounts of the leuc 
lion. The CrowTi Fitunce OlBcer watches the progi^ o 
.actuals and thus provides a safeguard against the Crown 
'Repre««ntati\e drawing more than he has demanded un er 
S 145 


Tlie financial powers of the Crown ReprescnlaUve ai« 
conveyed to hrni llirougli Letters Patent. Tlioupi 
required by them to have prior consultation with the Secrc* 
lary of Slate on certain matters, audit, however, recognise 
no limitation to his authority The Crown Finance ana 
tPobucal Departments denve their powers by delegation 
irom him. 
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It was stated at the commencement of this book tliat 
the analysis of the Indian system of financial administration 
could be regarded as an illustration of budgetary principles 
and as an application of budgetary procedure. Having 
completed the analysis we must ask oxu'selves the question 
Avhetlier our system does really conform to tlie principles 
and procedure considered in the first two chapters. In the 
main the answer is tliat it does. 

Tlie Indian system, it has been remarked more than 
once, is modelled on that of the United Kingdom ; and, 
therefore, shares all the merits (as ^veIl as the defects, for 
no human system can be perfect) of that system. It may 
happen of course tliat a particular practice, while securing 
an advantage on tlie one hand, may itself be the cause of a 
defect on tlie otlier ; consequently the test of a system is in 
the balance of its advantages over its disadvantages. For 
e.vample, it is agreed among most ivriteis that executive 
recommendation for taxation and for expenditure is a 
salutary practice as a safeguard against the extravagance 
and irresponsibility of individual members of the legisla- 
ture. In the French and American systems the worst abuses 
of ‘ pork barrel ’ and ‘ log-rolling ’ are rampant, because 
a member of the legislature has the privilege not only to 
move for the reduction or rejection of tlie estimates, but for 
an increase of tlie provisions for items and even the insertion 
of new ones. On the other hand, as Henry Higgs has pointed 
out as a defect in the English system, die executive may go 
to the other extreme, and treat any suggestion for modifica- 
tion of die budget estimates as an attack on the prestige of 
the goveinment and make it a test of confidence in the 
ministry ; and fhereby squash the resolutions of private 
members. No party member wants a dissolution of the 
house with all the attendant expenses for a fresh election 
merely for the sake of a few changes here and diere. Yet 
on balance the rule that every appropriation and taxation 
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measure must come from Uie executive haa proT«J 
beneficial ; that is v»hy most countries Lave now adopted iu 


Tlie Indian sjstcm conduces to LoUi clEcicncy ^ 
economy. II our system U the costliest, it i> doe 
not to faults in the system but to extraneous 
tors. Tlic executive even today is very powerial 
and, therefore, iii spite ol repeated protests bom 
the public and die legislature, the salaries of the roembef* 
of the Services continue to be extremely high when coni- 
pared v*ith those of persons in the more liiiinhje walb of 
life. Nowhere in the vtorld is lliere sucli a disparity, not 
even in England VNlnch has always had, in spile of its demo- 
cralic form of government, an aristocracy in one form or 
other dominating iu public life. As a provocation, a* 

^ *"dian opinion the Act of 1935 retains the control 
of the Secreuty of Slate over the Services, so that the Indbfl 
legislatures are povNetless to effect economy in this direeden- 


self.gov cniment goes a 
svs^ etplain many features of our 

voted “Pcndilure into charged and 

live timifnl ° reserved departments outside leg^^a* 
S S General over fioan- 

credit and responsibility for lh« 

Son of •>' fedoraUoo, tie sulmi- 

direct to the leSurt ‘''u *"''™or Geiienf raliier th«lj 

necessary for the •ndude sunis which they consider 

— all these are iti» J' their special responsibilities 

peculiar to the stace'*^ “nsUtulional limitations 

we are now self-government at which 

task of the administralor^ut A bmiiaiions is not the 
siraior but the statesman and the poliUdam 

underlying^OM^^^sl^ 
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condemned because of this unfortunate circumstance. Cen- 
tralisation, for instance, has acquired a bad odour in India 
as being associated witli control from Whitehall, But in 
administration, as ive saiv in a previous chaptei', centralisa- 
tion is a virtue which is not easily acquired. The U.S.A. 
and France are two outstanding examples where the dis- 
advantages of a lack of centralised conti’ol for unification 
and co-ordination have been apparent. In, America espe- 
cially, though in 1921 the Budget and Accounting Act was 
passed to inaugurate a full budget system, yet even today 
many features still remain to be inti'oduced. To effect 
reforms is not easy ; for powerful vested interests have their 
stakes in tlie existing system. We in India are fortunate 
in having a fully centi-alised system. All that is necessary 
is to make use of it entirely for the benefit of tlie people. 

It is very important, nay essential, not to allow poli- 
tical disabilities and feelings to bias our judgment of the 
system of financial administration. Not that there are no 
defects to be overcome and no improvements to be effected. 
But, taken all in all, our system is one that has many 
advantages ; and tliough modifications are necessary, they 
must be introduced with care and after due consideration. 

To maintain tlie high standard of our system and even 
to improve it a double-sided effort is required — from the 
administration, that is, die experts who run the business of 
goveniment, and from the ministers and members of the 
legislature who are the leaders and representatives of the 
people. From both an intelligent appreciation of the 
different features of the system is required. For unless 
tliere is appreciation there will be no zeal to preserve die 
good points of the existing system or to modify it in the 
right directions. The civilian, preoccupied with the mul- 
tifarious tasks of daily administi*ation, is apt to forget the 
broad principles in his desire to achieve immediate prac- 
tical results. Widi changing political conditions his 
position is rapidly undergoing a drastic transformation ; 
from being the man in power able to execute what he con- 
sidered best he is becoming the expert adviser of an 
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cccuuie Chosen and responsible U. n popularly 
legislature lbs function lias diansed and iiill mans 
furllicr from one of domination to one of iicrsuasion , bu 
S:tebef Tentmmined Uia, be .,11 a. nir,c.enay a^^i^Se 
Ins new role as dial in the past On him .ill 
responsibbly to assist in presorsins 'Se on 

fuiJncial traditions The minis, era and the ''S'sla “re on 
their part in their oierwhclmiii|; desire to carry out p y 
programmes may forget die wider interesU of “ 

Ll administration and men consider financial ch^as 
mere cogs in Uie wheel of progrms spcaally '' 1 '“" “ 

SO much nalioii building Viork to Ik. done As tilings ^ 
keenness has been evinced in the provinces lo advance ^an 
cial adminisUatiou Tl.crc lias been a distrust of 
admimslralive i>cr 6 onncl for the very reason that was P®|” , 
out earlier, Uiat tliey have been considered a T»rt ol tn 
imperialist regime specially as control over llie Scrvicw 
111 the hands of Uie Secretary of Stale But a disregard ol 
administrative prudence may end >n disaster Power mus 
be used vsitli discretion Tlie leaders of tlic nation must, 
therefore rise lo Oie occasion and rise above mere 
politics On them rests the rcspoiuibihty to establish tradi 
tions in the legislature to set a lone to public admmistra 
tion and to educate public opinion in proper principles and 
practices From every member of the legislature niusl be 
expected an understanding of at least llic outline of financial 
administration. Wliat Uie House of Commons secured by 
slow growUi the Indian legislatures must acquire without 
delay, consciously and with full understanding Public 
opinion 18 a great force but to be of use it must be vrcll 
informed and built on strong foundations Hence the need 
to acquaint Uie man in the street with that minimum of 
information on financial procedure wbicli is nece'isary for 
him to cast Ins vote intelligently 

Tlie plea is therefore put forvrard here Uiat political 
parties m the country should take more interest in the system 
of financial administration Ii may be Uiat Uie existing 
system vnll need to be modified lo suit a federal form of 
government But vfhat is required is a deUberate effort to 
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maintain a sound system. That is why it has been tliought 
necessary to begin this study of tlie Indian system ^vith a 
discussion of tiie general principles and procedure of finan- 
cial administration. It is by reference to those principles 
and practices that the raei-its and demerits of our system 
must be evaluated, and by reference to tliem also changes 
introduced. 

Then again the parliamentary form of government 
within which suggestions for improvement have been made 
may have to give way. Signs are not wanting to show that 
perhaps tlie parliamentary system is not suited to India mth 
its communal divisions and the minorities question. Hence 
the reference to first principles will be even more necessary, 
so that the new system may be effective in promoting both 
economy and efficiency. 

The merits tvhich tlie Indian system possesses are 
derived from tlie model which has been imitated. In the 
preparation, voting and e.xecution of the budget, the 
modifications so far introduced have been necessitated by 
local conditions, e.g. the size of tlie counUy and the cen- 
tralisation of previous decades. Advantage has been taken 
to dispense with all the unnecessary formalities and ‘ out- 
worn customs ’ such as still continue in die House of Com- 
mons, e.g. the elaborate procedure in the Committees of 
Supply and Ways and Means and the further procedure in 
die house have been done away ivith. Demands for grants 
are straightaway discussed, and for fonnal sanction are 
included in a Schedule of Expenditure authenticated by the 
Chief Executive. 

But in the course of our examination we have also 
noticed certain drawbacks, die chief of whicli is die com- 
bined system of audit and accounts. This is a problem that 
awaits solution, chiefly on financial groimds. Suggestions 
have been made in the text to mitigate some of the evils. 
Obviously it is a matter which requires most careful con- 
sideration, so that the cost of changes effected may not be 
unduly heavy. Certain general improvements in our finan- 
cial system are here suggested. 



380 - n^jacuJ. A^)>llMsI^ATIO^ in indu 

I„ U,c firs, place tie po..uon of ll.e Fmat,« De^rt 
meet ... >he adcmalrauce meat be ^ 

department can serte aa a -vciy ciEcent Tt, .W febJt 
cency and economy It haj keen remarked hotr ike Er^U 
Trea-nry has acpirrcd sad. a ptest.ge that ■> “J fif' 
proposals even ntlltout as8.Bn...g a reason, '“'“S * 
hurden of prov.ng Ike necess.ty tor a Ntheme on llm adraim^ 
IraUve deparlmcnls Will. Ike .ntroduclion of Pro*™™* 

aotonomy minislers no doubt inspired mill orcrpouering 

zeal and lire best ol .mentions, have perhaps found a strong 
Finance Department irksome and as a check on dicir aroui 

lions But Ihis check IS useful and necessary A prounce 

can ill afford lo commil ilseU m momenU ol Us 
ters’ enUiusiasm to policies \hliosc later repcrc^sions will 
tell on lU finances Tlie Finance Department already oes 
pos«c«s a certain priority or primacy , what is necocd is a 
slrengihenmjt of the rules by healthy conventions and pwe- 
lices Tlie Finance Ministers hands must be strenglhenetK 
for tins It IS essential that capable party men be appointed 
to this post After all the Finance Department w not U* 
be regarded as a brake but rather an action regulator 
see that tlie business of the stale w conducted with due regard 
to total expenditure as ihell as lo securing efficiency and 
economy in the execution of individual proposals 


On the subject of estimates it i»as mentioned earlier 
that the Finance Department, ivhile it look great care lo 
scrulmise new items, allowed standing diarg&s to pass off 
Milh a much lighter examination In this uay expenditure 
on objects once essential but now superfluous may be con 
linued The device ol an Estimates Committee has been 
considered and found uanting Even if certain modifies 
tions suggested are followed it will still have certain defects, 
e.g it will not be able lo review all expenditure together 
but only that relating to some departments or heads of 
accounts every year The result is that owing lo changes 
m the composition of the committee and to a lack of true 
perspective, which is essential for correct evaluation of the 
different services, the Estimates Coramiiiee is irudequale- 
Further, once a department has been examined by the 
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committee, it receives a sort of certificate to continue in that 
itate for a long time, say ten years or more. But ten years 
is too Jong a stretch to allow things to stagnate. Review and 
investigation must be more frequent. 

The ideal would be to have a small department directly 
under the legislature working all tlie time for examining 
and reporting in detail on different departments after the 
fashion of business efficiency experts. But such a device 
will be costly and worse still resented by the executive as 
an encroachment on its privileges. The investigating body 
^vill tlien eitlier descend to mere generalities, useless for 
practical purposes, or become critical of tlie administration 
and be considered an encroachment. Hence tliis method 
does not commend itself for acceptance. 

But the e.xecutive can have nothing to say to die appoint- 
ment of a Select Committee of the legislature to go into die 
question of organisation and expenditure comprehensively, 
carefully and at not very long intervals — a sort of periodi- 
cal visitation of the administration by die legislature. 
During periods of stress Economy and Retrenchment Com- 
mittees are appointed, but tlie haste and pressure under 
ivhich diey work is not conducive to careful examination or 
sound judgment. A Select Committee for a comprehensive 
inquiry at intervals of say three, four or five years will 
correct the defects of the proposed Estimates Committee 
and the one-sidedness of a Retrenchment Committee. The 
committee must receive die whole-hearted co-operatioii of 
the Finance Department and the audit authorities. If the 
Finance Department is strengthened, the task of the Select 
Committee will bear more fruit. 

On the working of .the Public Accounts Committees the 
Auditor General has passed .very favourable comments. It 
remains then to strengthen these committees. The chairman 
should not be the Finance Member or Minister but die Leader 
of the Opposition as in England. It is wrong in principle 
for one and the same person to .be both judge and accused. 
The Finance Minister has die responsibility to enforce eco- 
nomy. Audit investigates all breaches of regularity and 
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„ ..eelJ on .heV. ol 
opportunily to enforce economy 

.tTppenr. that jnsl a few membera taU a r^l mter 
U.e,r test In England P™"","'”' Another 

committee and dins contributed to ^ P^Pf 'l^r con- 
inslance of healthy contentions ') We need a 
tenlion m India If only the fine ead P'en by the Ut^l^ 

S Satyamurt. m the Central Pnblic Aceounls u 

followed, the presuge of such ““"'"'ees H^to’^die 
ciably In the protinces, howeter, it is regrettable ““ 
provmaal minisuics did not attempt to inUodace conren 
lions ttbicli hate done so much good elsetthere 

For better control of retenue a change in the Peovmaal 
Finance Department has been adtocaled At the eenW tt 
Fmance Department is responsible for retenue colleenon 
which IS earned out by the Central Board of Retenue » 
the produces there is a separate department for 
and It is advisable to replace it by a Board of . 

ubithin the Rnance Department It has been argued * 
the Finance Department should on no account be a spen ^ 
ing department and that to place the revenue collating 
agencies under it v^ould be to make it te«pon»ible for a 
large amount of spending Admittedly it is a great merit 
for the Finance Department to be freed from spending 
But even more important is the balance bcUveen revenue ^d 
expenditure It is die department which gels the money that 
knows the importance of retrenchment Further a Revenue 
Department not bemg a spending department ui the strict 
sense of the word is usually not subjected to as mudi scru 
liny as the other departmeola , so that making it a part ot 
the Finance Department would not result in a le^ening of 
control over expenditure. Besides by granting die Board 
a large measure of autonomy, the Finance Department proper 
will he able to exercise due control over expenditure m an 
impartial «pmt. 
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Throughout tlie hook we have been faced by the fact 
that the powers of the legislatures are limited by the con- 
stitution. But tlie daivn of independence cannot be long 
delayed. Hence die imperative need for tiie ministers and 
the legislatures to pay more attention to conventions and 
practices that will stand in good stead hereafter. If tliere 
is one point more tlian any otlier which emerges from a 
study of financial administration it is tliis, tliat no matter- 
how well designed tire system, tlie spirit in which it is 
worked, the qualities of tire personnel and the traditions 
that have been formed through conventions and customs 
are of greater consequence. We have to leam much from 
other countries ; from what they have done and still more 
from what they have failed to do. 
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EXTRACT FROM THE GOVERNMENT OF INDIA 
(AUDIT AND ACCOUNTS) ORDER, 1936 

II. The Auditor General of India 

(i) Conditions of Service of Auditor General 

3. The salary of the Auditor General shall be at the rate of sixty- 
thousand rupees per annum. 

4. The Auditor General shall on his appointment give to the 
Governor General an undertaking that he will not, after he has ceased 
to hold his office, accept any employment in the service of a local 
authority or railway company in India, or of an Indian State or Ruler, 
or, save with the previous consent of the Governor General in his 
discretion, any other employment in India. 

5. The Auditor General may at any time by writing under his 
hand addressed to the Gosernor General resign his office. 

6-10. (These refer to the retirement, leave, pension and allow- 
ances of the Auditor General). 

(ii) Duties and Powers of Auditor General 

II. (i) Subject to the provisions of this paragraph, the Auditor 
General shall be responsible for the keeping of the accounts of the 
Federation and of each Province, other than accounts of the Federation 
relating to defence or railways and accounts relating to transactions in 
the United Kingdom. 

(2) As respects accounts of the Federation, the Governor General, 
exercising his individual judgment, and as respects accounts of a 
Province, the Governor, c.xcrcistng hia individual judgment, may, 
after consultation with the Auditor General, make provision by rules 
for relieving the Auditor General from responsibility for the keeping 
of the accounts of any particular service or department. 

(3) The Governor General, exercising his individual judgment, 
may, after consultation with the Auditor General, make provision by 
rules relieving the Auditor General from responsibility for keeping 
accounts of any particular class or character. 

(4) The Auditor General shall, from the accounts kept by him 
and by the other persons responsible for keeping public accounts, 
prepare in each year accounts (including, in the case of accounts 
kept by him, appropriation accounts) showing the annual receipts 
and disbursements for the purposes of the Federation and each 
Province, distinguished under the respective heads thereof, and shall 
submit those accounts to the Federal Government or, as the case may 
be, to the Government of the Province on such dates as he may, with 
the concurrence of the Government concerned, determine. 

25 
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(5) N-a«id..u«d.n|! iniit-KJiJ S'lii'cS 

GttitiJ iHill ‘“dH? “'‘I’ ‘"I c^nof ». to lit W 

Gmnnoc iholl citici« tin loJitiaiol ,vJS™»' ‘ 

^”‘‘:r ‘TuSi. b. -ho aot, oi Aoa,..o ““sVcSS; 

annually .n inch (ocm ai h« OcaciJi a 

General nuy drterm.ne wJ u* ‘‘•Unrt lo 

General I ituncial bnatemcnt tnew^auiig a year 

U rhe FeJeraura and ol ad the l‘.ut»n^ f« the bU JHKJd^ ) 
and parucular. of ihcr bJaneo and ouuuruUnj: 
fonuinine tuch ether inforttutum at «* tlrfir 
Goteirror Gerieral may d.reet to I* .ncludcJ .n the Sote^‘ 

13 (1) It thall he the duty cl the AuAw ^ 

h) to audit all exiienditure Irom the tt^^nuc» of the^<»»^ 
and of the Province* and u> aicmam wltetbcr 
thoun in the auountt at havin; betrt 
lecallT aviiUbW foe and acphcahle to the terr'Ct « 
to which they hate been applied or charg^ ^ ^ 
the «*«ndaure conformi to the authotiiy ulutb gov^ ■ 
(11) to audit all uantactiooi ol tl>e redcraiaon and « 
Provineet relating to debt, det^oiu. unking fianUi* ad* 
iuipenw aecuuttta and cemiitan.e buameti » 

(ui) to audit all trading manufacturing and wt*l 

accounti and balance tlieeu kept bv order of the Cot 
(icncral or of the <»ovcrtior of a Piovincc in any depa 
merit of the redetaiion or t 4 the riovince, 
and m each case to reixm on the eipendiiurc, uantactiont or aumm 


*0 audited by him 

(2) The Auditor General nuy with Uk approval of. and *hJl 
if so required by the Govemof General or the Covernor of af; 
Province aud t and report on 

(0 the rcccipu of any tkpaitmcnt of the rederauon or, a* 
the case may be. of the Province. 

{11) the accounti of store* and »toek kept in any ofbee ^ 
depanment of the Fcdeuuon or, a* the case may he. 
the Province 


The Governor General or the Governor of a Province may after 
coDsulutioQ vviih the Audiioc General regulation* ^v^th respect 

lo the condua of audit under ilu* sub-paragraph 

(5) This paragraph shall not apply to acroi'mt of uamacuon* »“ 
the United Kingdcm, and the power* and duue* of the Audits 
General with respea to the account* relating to such tranjacooot 
be a* specified m secuon one hundred and seventy o£ the Act. 
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14. If the Governor General appoints an independent officer to 
audit sanctions to expenditure accorded by the Auditor General, the 
Auditor General shall produce for inspection by that officer all books 
and other documents relating thereto and give him such information 
as he may require for the purposes of his audit. 

15. It shall be the duty of the Auditor General, so far as the 
accounts for the keeping of which he is responsible enable him so 
to do, to give to the Federal Government and to the Government 
of every Province such information as they may from time to time 
require, and such assistance in the preparation of their annual financial 
statements as they may reasonably ask for. 

j6. The Federation and every Province shall 

(i) supply to the Auditor General free of charge the annual 
Budget estimates of the Federation or of the Province and 
any other publications issued by a department of the 
Federation or of die Province which he may require for 
purposes connected with his audit functions, and 

(ii) give to him such information as he may require for the 
preparation of any account or report which it is his duty 
to prepare. 

17. The Auditor General shall have authority to inspect any 
office of accounts in India which is under the control of the Federation 
or of a Province, including treasuries and such offices responsible for 
the keeping of initial or subsidiary accounts as submit accounts to him. 

18. The Auditor General shall have authority to require that 
any books and other documents relating to transactions to which his 
duties in respect of audit extend, other than books or documents 
which are in the United Kingdom, shall be sent to such place as he 
may appoint for inspection by him : 

Provided that, if the Governor General or the Governor of a 
Province certifies that any such book or document is a secret book 
or document, the Auditor General shall accept as a correct statement 
of the facts stated in that book or document a statement certified as 
correct by the Governor General or, as the case may be, by the 
Governor. 

19. Anything which under this Order is directed to be done 
by the Auditor General may be done by an officer of his department 
authorised by him, either generally or specially : 

Provided that except during the absence of the Auditor General 
on leave or otherwise, an officer shall not be authorised to submit on 
his behalf any report which the Auditor General is required by the 
Act to submit to the Secretary of State, the Governor General or 
the Governor of a Province. 

I/L The Auditor of Indian Home Accounts 

20. (r) The Auditor of Indian Home Accounts (hereafter in 
this paragraph referred to as “ the Auditor ”) shall, under the general 
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ol A>.d mr GcnoJ auit Ac aaourt. "f 
1,™> m the LetteJ KtngJotn aifatmi. the tcientK. ol Ac retknoM 
or of any ProMnee, ^ . u .v. AHc^irf 

(2) In discharging hi* fun^on. under thi* 
shall examine and audit the aanuou, in^dint 
accounu of lise receipt, experulituie and dupotJ »n the ^ 

dom of all moneys stores and other property due tt^ 
purposes of the Federal on or any Province and shall P®*^ . . 

accounts and if he is saiislicJ as to their tortcrttKss, shall ccr^y ^ ^ 
(^) In order that the Kudilori examirulion of 
accounting authorities and persons may, so ur as poswoc, pr 
pjri pjjtu uiih their transacuons. he shad have free acce 
con\en,ent times to their hooVs of account and to the txher 
rcbing to their transact ons and may require them to 
from time to time either at regular mlervaU or when 
with accounts of their transactions up to such date as he may 
Provided that, if the Secretary of Suu of the High Commissi 
for India cenfies that an> such boti. or docutnctii as 
a secret hook or document the Auditor shall accept « * 
statement of the facts appeanng in that bock or document a sUtem 
certified as ecrrect by the Seuetary of Suit ce as the case in« » 
by the High Comn suoncr , . 

(4) /Vs resiects any ma ter for which no piuviston 11 made ^ 
the Act or ly this Order the VuJ tot shall tomjlv with any ruK* 
whch may be made for hs guidance by the Governor Genera 
aaing in his disejetion 

31 The provisions of the last preceding paragraph, ***'r*^ 
so far as they relate tu approprution accounts, shall apply m 
to transaaions in the Un ted kingdom aflccting the revenues of w 
Federal Railway Aulbo ity as they apply in relation to such iransactwo* 
affecung the re enues of the Federation. 


APPENDIX 11 

REGULATIONS FOR THE CONDUCT OF TW: 
AUDIT OF RECEIPTS AND OF STORES /VND STOCK 
ACCOUNTS UNDER PARAGRAPH 1? (a) OF THE 
AUDIT AND ACCOUN’TS ORDER 
(0 RegulaUons for the Condoct of the Audit of Receipts 
I It IS primarily the rcspousibility of the departmental 
authonucs to see that all revenue, or other deks due to Government, 
which have to be brought to account, are correctly and promptly 
assessed, realised and credited to the public account and any tnvesuga 
tioa by Audit must be so cooducted as ow to interfere with exccuuve 
responsibility And tt shall, however, have power to eiamme the 
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correctness of the suras brought to account in respect of receipts of 
any department in such manner and to such an extent as may be 
determined by Government in consultation with the Accountant 
General. 

2. In conducting the audit of receipts of any Government 
department the chief aim should be to ascertain that adequate 
regulations and procedure have been framed to secure an effective 
check on dte assessment, collection, and proper allocation of revenue, 
and to sec by an adequate detailed check that any such regulations 
and procedure are being observed. In the audit of receipts ordinarily 
the general is more important than die particular. 

3. In the audit of receipts it would be necessary in the case of a 
department, which is a receiver of public money, to ascertain what 
checks are imposed against the commission of irrcgulariues at the 
various stages of collection and accounting and to suggest any appro- 
priate improvement of the procedure. Audit might, for instance, 
suggest in a pardcular case that a test inspecdon should be carried 
out by comparing a sample set of receipt counterfoils with the receipts 
actually in the hands of the tax-payers or other debtors, the results 
of such an inspection being made available to Audit. 

In no case, however, should independent enquiries be made 
among the txx-payers or the general public. Audit should confine 
itself to calling upon the E.xecutive to furnish necessary informadon 
and, in cases of difficulty', it should confer with die Administradve 
authorities concerned as to the best means of obtaining the evidence 
which it required. 

4. The audit of receipts should be regulated mainly with 
reference to the statutory provisions or financial rules or orders which 
may be applicable to the particular receipts involved. If the test 
check reveals any defect in such rules or orders the advisability of 
amendment should be brought to notice. 

It is, however, rarely if ever the duty of Audit to question an 
authoritative interpretation of such rules or orders, and in no case 
may audit review a judicial decision, or a decision given by an 
Administradve authority in a r^rtasv-judicial capacity. This instruc- 
tion does not, however, debar an auditor from bringing to notice any 
conclusion deducible from the examination of the results of a number 
of such decisions. 

5. Where any financial rule or order applicable to the case 
prescribes the scale or periodicity of recoveries, it will be the duty 
of Audit to see, as far as possible, that there is no deviation without 
proper authority from such scale or periodicity. When this check 
cannot be e.xercised centrally, a test audit may be conducted at local 
inspections, the aim being to secure that disregard of rule or defects 
of procedure are not such as to lead to leakage of revenue rather 
than to see that a particular debt due to Government was not realised 
at all or on due date. 
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6 Ordm.nl, Audit w.U dat no .mourn, duo to 
arc left outstanding on lU books wi&oot suffiaent 
.nil commoo c.rofull, to w.toh out.tand.uE. 

departmenu! auihoriues any feasible means for ^«r «^Jgr 
Whenever any dues appear to be irrecoverable, or^n 
adjustment should be sought. But unless 
order of a competent authority no sums may be credited o 
ment by debit to a suspense bead ciedu must foUow. and net 
precede, actual realisation for 

7 The procedure presenbed by the Auditor ^ 

raising and pursuing audit obiecuoos in relation to "P“ 
including powers of Audit Officers to waive recovery of G ^ 

dues under certain conditions shall apply mutaus muunatt in P' 
of audit objections on any accounts of receipts 

(u) Regulations for the condua of the Audit of Stores and 
Stock Accounts 


r The audit of stores accounts kept in any office or depaitmm 
of Government shall be directed to asccruining that the 
regulauons governing purchase receipt and issue, custody, i_ 

tion sale and stock caking of stores are well devised and prepei’iJ 
earned into effect and to bring to the notice of the Govemmenl Wj 
important deficienoes in quantities of stores or any grave o®*®* 
in the system of control 

2 As regards purchases of stores Audit will see that , 

(0 these are properly sanctioned are made economically an 
in accordance with any rules or orders made by compeKiu 
authority for purchase of stores requited for the public 
service in particular when stores are purchased from 
contractors the system of open compeuuve tender is adof^ou 
and the purchase is made from the lowest tenderer unw^ 
there are recorded reasons to the contrary 
(ii) the rates paid agree with those shown in the contract or 
agreement made for the supply of stores , . 

(ill) ccruRcatcs of quality and quantity arc furnished by «*c 
passing and receiving Govetnment servants before payment 
IS made, except where the contrary is allowed by the 
rules of Government regulating purchase of stores, aM 
( v) purchase orders have not been split up so as to avoid the 
necessity for obta n ng the sanction of a higher authority 
required with icference to the toUl amount of the ordas. 
Aud i may call attention to cases of uneconomical purchases of stores 
and to any losses which may be dearly and definitely be attributed 
to the defective or infenor nature of stores which were accepted and 
certified to be satisfactory in quality 

3 Audit should ascertain that the accounts of receipts of store* 
whether purchased, or otherwise obtained, and of their issues and 
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balances arc correctly maintained. Where a scale has been prescribed 
by Government or other authority for issue of stores of any particular 
kind, it should be seen that the scale is not e.xceeded. 

4. Stores, in many cases, represent a locking up of capital, 
which is not justifiable unless essential. In order to effect economy 
in this direction Audit will see that the balance in hand does not 
c.xcecd the ma-ximum limit prescribed by competent authority and 
is not m excess of requirements for a reasonable period. 

5. The accounting for and maintenance of unserviceable stores 
which cannot be utilised by the department in whose custody they arc 
kept involve waste of labour and space. The retention of stores in 
excess of the probable requirements of the department in the near 
future may result in loss to Government through deterioration. Audit 
will, therefore, sec that measures are taken to survey, segregate and 
consider the disposal of unserviceable surplus and obsolete stores in 
accordance with the procedure prescribed by Government in this 
behalf. 

6. It is an important function of Audit to ascertain that the 
articles are counted periodically and otherwise examined to verify 
the accuraq' of the quantity balances in the books. Audit shall not, 
except when specially authorised to do so, assume responsibility for 
the physical verification of stores, but it has the right to investigate 
balances of stores, if any discrepancies in the stores accounts suggest 
that such action is necessary. Audit has, however, to see that a 
♦.ertificate of verification of stores is recorded periodically by a 
rcspionsible authority, that the system of verification adopted by the 
Executive is adequate and proper, that discrepancies found on stock- 
taking are properly investigated and adjusted and that, wherever 
possible, the staff responsible for the verification is independent of the 
staff which is resfxinsible for the physical custody of the stock or for 
keeping accounts of it. It should also be seen that, wherever practi- 
cable, verifiers of stock work dircedy under the control of Governmenti 
and not under the heads of individual departments. 

7. Where a priced account is maintained. Audit will see that 

(i) the stores are priced with reasonable accuracy and the 
rates initially fixed are reviewed from time to time, are 
correlated with market rates and revised where necessary; 

(ii) the value accounts tally with the accounts of works and 
of departments connected with stores transactions ; that the 
total of the valued account tallies with the outstanding 
amount in the general accounts ; and that the numerical 
balance of stock materials is reconcilable with the total 
of value balances in the accounts at th^ rates applicable 
to the various classes of stores ; and 

(iii) steps are taken for the adjustment of profits or losses due 
to revaluation, stock-taking, or other causes, and that 
these are not indicative of any serious disregard of rules. 
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3 The procedure for the conduct of audit of any jtoro 
stocL accounts and the extent to utuJt those accounts shou-a w 
exam ned by Audit will be such at may be agreed upon between the 
Coseroment and the Accountant GcncraL 

9 The procedure prescribed by tiw Auditor General fcr 
and pursuing audit objccuons lo tciation to expenditure shall generally 
apply in respect of audit obycctjoni on any accounts of stores and 
stocL Where occesury separate rules of procedure shall be laid doww 
by the Accountant Gcrteral with the concurrence of the Goscintaeot. 


APPENDIX ni 

EXTRACT FROM THE DEVOLUTION RULES ISSUED 

UNDER SS 45\ AND i 9A OF THE VCT OF I9>? 

Finance Department 

36. (1) There shall be in each Goscinors Prosincc a Finance 
Department wbch shall be comrolkd by a member of the EiecuU'f 
Counol 

(a) Immediately subordinate to the member there shall be * 
rin^aal Secretary with whom shall be associated, if the Muus»er* 
so d« tt a Jo nt Secretary appointed by the Goiernor after consala 
too with the Ministers 

(3) The Joint Secretary shall be specially charged with the dut) 
ot watiuninc and dealing with financial quesuons anting m rtlaBoa 
to trusferred subjects and wth proposals for taxation or bofiow*1i 
put forward by any Mmista 


Fonctioas of Finance Department 

polorai Mw"* 

3 lu •*“" “l™ on A Cianml o>l«' 

“ ""““oa .ohong ,„d. ban., 
of tfa LimS“lLw..S^d ' mploP*® 

or S™,"'* "I*® •" Propoiolr for lit mox 

subordinate to ihra , ^ dqianments and eitaUishtnents 

ment^s^lf ^ ««>pts and disburse- 

nKnts of the proTince m each year, and shaU be r^^blc during 



APPENDICES 


393 


the year for watching the state of the Local Government’s balances ; 

(g) in connection with tite budget and with supplementary 
estimates — 

(i) it shall prepare the statement of estimated revenue and 
expenditure which is laid before the Legislative Council in 
each year and any supplementary estimates or demands for 
excess grants which may be submitted to the vote of the 
Council ; 

(ii) for the purpose of such preparation, it shall obtain from 
the departments concerned material on which to base its 
estimates, and it shall be responsible for the correctness of 
the estimates framed on the material so supplied ; 

(iii) it shall examine and advise on all schemes of new 
expenditure for which it is proposed to make provision in 
the estimates and shall decline to provide in the estimates 
for any scheme which has not been so examined ; 

(h) on receipt of a report from an audit officer to the effect 
that expenditure for which there is no sufficient sanction is being 
incurred, it shall require steps to be taken to obtain sanction or that 
the expenditure shall immediately cease ; 

(i) it shall lay the audit and appropriation reports before the 

rommittee on Public Accounts, and shall bring to the notice of the 

committee all expenditure which has not been duly authorised and any 
financial irregularities ; 

(j) it shall advise departments responsible for the collection of 

revenue regarding the progress of collection and the methods of 

collection employed. 

Powers of Finance Department Regarding Reappropriation 

38. (i) After grants have been voted by the Legislative Council — 

(a) the Finance Department shall have power to sanaion any 
reappropriadon within a grant from one major, minor or subordinate 
head to another ; 

(b) the Member or Minister in charge of a department shall base 
power to sanedon any reappropriadon within a grant between heads 
subordinate to a minor head which does not involve undertaking a 
recurring liability, provided that a copy of any order sanctioning 
such a reappropriadon shall be conununicated to the Finance Depart- 
ment as soon as it is passed. 

(2) The Finance Department shall have power to sanction the 
delegadon by a Member or Minister to any officer or class of officer-s 
of the power of reappropriadon conferred on such Member or Minister 
by clause (i)(b) above. 

(3) Copies of orders sanctioning any reappropriadon which does 
not require the sanction of the Finance Department shall be 
commimicated to that department as soon as such orders arc passed. 
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APPENDIX IV 

EXTRACT FROM THE INITIAL AND SUBSIDIARY 

ACCOUNTS RULES ISSUED BY THE GOVERNOR 

GENERAL UNDER PARAGRAPH n (3) THL 
AUDIT AND ACCOUNTS ORDER 

3 The Auditor Ger>eral India from the data ibesa rule* ewne 
nto force shall be relieved from the rcspoiuibilicy for keeping aoouno 
of the undermentioned class or character — 

(a) Initial Accounts required to be kept in ireasunes, 

(b) Initial and Subsidiary Accounts that may be required to he 
kept m any office or department of ibe Fcderatioa, or, at the case may 
be, of any Province 

(c) acQunts of stores and stock that may be required to be k^ 
in any office or department of the Federation or of a Province by 
order of the Governor General or of the Governor of the Provina. 
and 

(d) Trad ng Manufacturing and Profit and Loss Accounts 
balance sheets and any othet su^idtary actounu that may be requited 
to be kept by order of the Governor General or of the Goveraor 01 
a Province in any Department of the Federation or of the ProviBce- 

4 Nothing contained in Rule 3 shall be construed as derogating 
from the authority of the Auditor General of India— 

(a) to require any treasury, office or department keeping initial 
or subsidiary accounts to render accounts of such iransacuons as ace 
included in them to the aud t and accounts offices under his control 
on such dates as he may determine or 

(b) to prescribe the form lo which such accounts shall be rendered 
and in which ibe initial accounu from which the acounts so rendered 
are comp led or on vvh.Jh they are based, shall be kept 
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rules and formulae devised by the Executive authonlies« wlucb are 
applied m estimates and accounts to determine the allocation d 
expend ture betueen capita) and revenue These ruks and formulae 
must necessarily be based upon tome general principle of sound finance 
which should aim at an equitable distribution of burdens betwem 
present and future generations 

(d) In theory it is legitioute to male capital bear the charged 
for interest on money borrowed to finance the construction of a new 
project before this project becomes revenue earning In fact, how- 
ever a Government project is tmly part of the operations of Government 
and it may be sound financial adniinutration to meet interest charges 
from other revenue dunng the process of construction The charge 
of interest to capital in Ciovcrnment accounts is justified only when 
there would be undue disturbance in dte Governments budgetary 
position by taking interest to revenue The writing back of capjtalised 
interest should be the first charge on any capital receipts or surplus 
revenues derived from a project when opened for vvotLing 

(e) Capital teceipu in so far as they relate to expenditure pre 

Tf a *,''"*'“8 ‘l«nng ihc procca of construcuon 

a ter ** •" apcnditure Thcrt 

hut excm «e««nts may depend on circumJUnces, 

«««» on RaJways and the P*» 
of « otherwise provided m the rules 

be crediieA PP i«ble to 3 particular Diriment they should never 

turc^is immni!f^ accounting conception of capital expcndi 

from the revemw ^penditurc of a capiUl nature is not met 

Jitordj prmi, /an, S f “r<n<i’lu« ai cipul orpujituic 

A™i ol oLr^jf S .t ouu.d, lh= Revan* 

Capiul htaJ, „( y- “imtiil purpose ot tho opcMg of 

results of any socrial imj. f’eduaie the exhibition of the financial 
commercial prmoples or generally accepted 

either that the coit „i simple convenuonil manner. 

firrancal .rppUcaror'rf'a^rS,™' '' “ 

t7 ExDefi.l,i.,.» I L "“r be made clear 

following sources — 'e to eapiisl may be financed from the 

(a) Revenue 

(b) Borrowings, either 

{1) specific for a particular purpose 

(ti) nonspecific for ail n«.Jr 

(«i) unfun^d. and purposes, or 

halaaci ^ revenue and borrowings, c accumulated 
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. For the purposes of accounts (b) and (c) are grouped together, 
the capital expenditure met from these sources being described as 
outlay financed outside the Revenue Account and being quite apart 
in treatment from expenditure met from revenue. On the other hand, 
capital expenditure met from revenue is accounted for separately 
under the appropriate major head within the Revenue Account. The 
purpose of recording capital expenditure within the Revenue Account 
as separate and distinct from revenue expenditure is almost always 
to enable accounts to be prepared according to commercial principles. 

It is the function of Government, and not of Audit, to determine 
the sources from which capital expenditure shall be financed. 
According to the decision of Government, the expenditure will be 
classified under the appropriate major head outside or within the 
Revenue Section of the accounts. 

38. Although it is the function of Government to determine 
the source from which capital expenditure shall be financed, it is one 
of the duties of Audit to bring to the notice of the proper financial 
authority cases in which their decision seems contrary to principles 
of sound financial administration. Before ist April 1937, the principles 
by which capital cxftcndicure was charged to borrowed funds were 
prescribed and jealously guarded by the Secretary of State. Accord- 
ing to these principles, capital expenditure could legitimately be 
financed from borrowings if it were (a) on productive works (b) in 
a commercial department which was working at such a profit as 
to fulfil the test of productivity imposed by the Secretary of State, 
or (c) on commercial undertakings whose accounts were maintained 
on a commercial basis. Otherwise the prescribed condition was 
that the proposed expenditure should be so large that it could 
not reasonably be met from current revenues, this condition being 
made concrete by the rule that expenditure on Provincial works could 
not ordinarily be met from borrowed funds, unless the estimated cost 
of a work, or a group of works, was not less than Rs. 5 lakhs. 

39. With the advent of autonomy in the Provincial field these 
restrictions have ceased to be binding upon Provincial Governments 
who can now lay down whatever limitadons they deem proper for 
this purpose in agreement with their Legislatures but their decision 
in this respect should be expected to conform to the principle of 
prudent finance once enunciated by the Government of India in the 
following terms : — 

“Two conditions must be fulfilled before it would be jusdfi- 
able for the Government of India to spend loan funds on 
unproductive purposes. These arc, firsdy that the objects for 
which the money is wanted are so urgent and vital that the 
expenditure can be neither avoided, postponed nor distributed 
over a series of years, and secondly that the amount is too great 
to be met from current revenues.” 
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outside the Revenue Account. .itkouirh it taav 4C“® 

,0 It must be tememberea of course that, allhwgh « 
to he sound and prudent fmarwe to meet any ' corollary 

ci a capu! nature or otherwise from reven^ tt 


o{ a capul nature or otnerwise ii«u. .. ^ ^ 

oE this action that the revenue derived from ,t. 

revenue sources is sufficient to cover the “^‘’jnee ui 

Otherwise the deb t to borrowed funds is from 

normal arcumstancca revenue dcficiu must be fina 

borrowing^^ duties of Audit in connection with the 
apendture between capul and revenue and in 
record of expend tore inside or ouuide the Revenue rVcrounl T 
summansed as follows — 

(a) It should see that commonly accepted accounting or cotnnw 

eial pnnciples are not mfnoged c^.-rul 

(b) It should venfy that the accounu exhibt the uoe faiuflo" 

facts and , ,, 

(c) t should brmg to notice tiansgtess on cl generally atfcp“« 

pnnoples of publ c finance ... » t 

Although Audit has the nght of aiuos ng m the I ghi of 

rules whidi have been generally lad down or on g'ounds of 
financial propnccy any order ^ classification issued by Govenun^^ 
It should be remembered dut the final decs on will m the “ 
resort test with the Governor General or the Governor as the case may 
be, after consuiution with the Auditor General, vide Arucle 3^ . 

42 D scuis ons of the aUocauon of expenditure between capital 
and revenue and of the kgiUtnacy of financing expenditure fmm 
funds outsde the Revenue Account often involve difficult questions 
of policy and an Accountant General would be well advised to con 
suit the Auditor General in eases of doubt before pressing any objec 
tion to Government action. 
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EXTRACT FROM THE BOMBAY LEGISLATIVE ASSEMBLY 
RULES ON THE PUBUC ACCOUNTS COMhUTTEE 
ConsUtubon of Cammitttc on Public Accounts 
116. (1) As soon as nwy be after the commencement of the first 
Session of die Assembly m every year, a Comimaee on Public Accounts 
shall be constituted for the purpose of dealing with the reports of 
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The Auditor-General oi India relating to the appropriation accounts 
of the Province and such other matters as the Finance Department 
may refer to the Committee, 

(2) The Committee on Public Accounts shall consist of twelve 
mcmlscrs, including the Finance Minister who shall be a member 
ex-oifhrio. The members of the Committee other than the Finance 
Minister shall be elected by the Assembly from among its members 
according to the principle of proportional representation by means 
of the single transferable vote. The members of the Committee shall 
hold ofiice until a new Committee is elected. They shall be eligible 
for rc-clcction. 

(3) Casual vacancies shall be filled as soon as possible after 
they occur in the manner prescribed in sub-rule (2) and any person 
elected to fill such a vacancy shall hoUl office for so long only as the 
person in whose place he is elected would have held office. During 
any vacancy in die Committee, the continuing members may act as 
if no vacancy has occurred. 

(.}) The Finance Minister shall, unless he waives his right 
to be the Chairman, be the Chairman of the Committee on Public 
Accounu. If he waives his right to be the Chairman, the Committee 
shall appoint one of its other members to be the Chairman. In the 
absence of the Chairman at any meeting, the members present shall 
appoint a Chairman for that meeting. 

(5) Tlie provisions of sub-rule (3) of Rule iir shall also 
apply to the Committee on Public Accounts, 

Control of Committee on Public Accounts 

117. ft) In scrutinizing the appropriation .accounts of the Pro- 
vince and the report of the Auditor-General thereon, it shall be the 
duty of the Public Accounts Committee to satisfy itself — 

(a) that the moneys shown in the accounts as having been 
disbursed W'cre legally available for and applicable to the service or 
purpose to which they have been applied or charged. 

(b) that the c.xpenditurc conforms to the authority which 
governs it, and 

(c) that every rcappropriation has been made in accordance 
with such rules as may be prescribed by the Governor acting in his 
discretion or by the Finance Department, as the case may be. 

(2) It shall also be the duty of die Public Accounts Committee — 

(a) to examine such trading, manufacturing and profit 
and loss accounts and balance sheets, as the Governor m.ay have re- 
quired to be prepared, and the Auditor-General’s report thereon ; 

(b) to consider the report of the Auditor-General in 
cases where the Governor may have required him to conduct an audit 
of any receipts or to examine the accounts of stores and stocks. 

(3) The Chairman of the Public Accounts Committee shall 

present its report to the Assembly and move that it be taken _>■ - 
consideradon bv the Assembly. ' 
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APPENDIX VU 

EXTRACT FROM THE TREASURY RULES ISSUED BY 
THE GOVERNOR GENERAL OR GOVERNOR UNDER 
SECTION 151 OF THE ACT 
SeoioQ HL — Location ol moneft u tSc PsBIic 

Accooru oi tbe Prorioce 

3. Save as proMtkd in tub-niW (a) of rule 7, money* Ciaif? 
in iKe Public Account of the Province mutt citbci' be held ia ibe 
sury or in the Bank. Mooeyt dcpotitcil in the Rank stall be 
licStfcd as one general fund Iwld in the books of the Dank oa behai 
of the Province. 

The deposit of such moneys m the Bank be governed by 

the urm* of the agreement made between ihc GosenJot of die 
Vince and the Bank under Scctira at of the Resene Bank of laia 
Act, 1934 (Act II of 1934). 

Section IV.— General Syuem of ConUol over Treasury 
District Treosiiriea 

A Goverameiit, after conniluiioo wt’-b 

^coonunt Genera] otherwise dicrcu in any tpedal case, there ib*“ 

^pt of the Province are. in any d.s^ct. not ^posited ia d* 
SS;.*, M be divided iam two depifl- 

aecounis. under the chame of an Accountant, 
the charge of rrLrurcr. 

ColliS, .K ^ charge of d* 

sviry otEc’er «"«*»** the unmedutt exeeulive control to a tr^- 

«^ve himself of adanna- 

cCvan” ^ ‘ball be responsible for the proper 

for the ounaual < ^esaibed by or under these rules and 

by the GovernmeM teturns required from the treasury 

of In<E^ ^ Accouinant CeacraT and the Reserve Bank 

UesofiRScS,^j'^“^ tbw^, the respective rcsponsibHi- 
shall be such as mav ofiicer for biuincss of the treasu^ 

“ Minister tS Finance ” accordance with such rules as ^ 

Accountant Gcnerak ^ approve after consultation with the 

twlai^! if aayt'in ^ the monthly casK 

Rnance after consulunwT^JiA tnatmer as the Minister of 

cribe and of submitdne the mont^ Accountant General may prev 
fonn and after such venfication at balance m such 

shall be undertaken by the CrS^ Acc^tant General may reqmm. 
Government may speafy ^ “ ‘be 

person at least iice^^^ S ^ 
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(4) When a new Collector is appointed to a district he shall 
at once report his appointment to the Accountant General and shall 
certify to the Accountant General the amount of the cash balance, if 
any, which he has taken over. The certificate shall be submitted in 
such form and after such verification as the Minister of Finance may, 
after consultation with the Accountant General, prescribe. 

(5) No portion of the responsibility for the proper manage- 
ment and working of treasuries shall devolve upon the officers of the 
Indian Audit Department. The inspection of treasuries by officers of 
the Indian Audit Department shall not relieve the Collector of his res- 
ponsibilities for management and inspection. 

Sub-treasuries 

5. If the requirements of the public business make necessary the 
establishment of one or more sub-treasuries under a district treasury, 
the arrangements for the administration thereof and for the proper 
conduct of business therein, shall be such as may be prescribed by the 
Minister of Finance after consultation with the Accountant General. 
The daily accounts of receipts and payments of moneys at a sub- 
treasury must be included in the accounts of the district treasury. 

Office of the Accountant General 

6 . The office of the Accountant General may, with the consent 

of, and subject to such conditions as may be prescribed by, the Auditor 
General of India, perform all or any prescribed part of the duties of 
a treasury in respect of claims against the Government that may fall 
due for disbursement and moneys that may be tendered for credit to 
the public account of the province, at the headquarters of the Govern- 
ment at 

Section V. — ^Pajanent of revenues of the Province into the 
Public Account 

7. (i) Save as hereinafter provided in this section all moneys 
received by, or tendered to. Government servants on account of the 
revenues of the province, as defined in section 136 of the Act, shall 
without undue delay be paid in full into the treasury or into the Bank 
and shall be included in the public account of the province. Moneys 
received as aforesaid shall not be appropriated to meet departmental 
expenditure, nor otherwise kept apart from the public account of the 
province. No department of the Government may require that any 
moneys received by it on account of the revenues of the province be 
kept out of the public account of the province. 

(a) Notwithstanding anything contained in sub-rule (i) of 
this rule direct appropriation of departmental receipts for departmental 
expenditure is authorized in the following cases, that is to say : — 

(a) in the case of moneys received on account of the service 
of summonses, diet-money of witnesses and similar purposes, in civil,, 
revenue and criminal cases ; 
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(b) m ibe cas< of fee* received by Govcmaicnt 

pointed Nouncs Public, under Att XXVI of 1881, and uW^a » 
defray legal upenser, incurred by them in the discharge 01 Uw 
as such Notaries Public ; 

(c) in the case of cash retcipM utilized in 

departmental regulations by the Public Works Depanment - 

eapcnditure on current v.orks, or uulized by dui 

ihe authorizauon of the Accounuot General to defray pay 
ling allowance charges; 

(d) in the ease of cash found on the person of 

the time of their admission to jail, and used for the repavtneot J 
Supenntendents under dcpartmeoul tegulailoos of sinsiur so®* ^ 
to other prisoner! on their release; 

_ (e) in the case of cash rcteised by the Forest Department a*- 
uuliaed in naeeting immediate local expenditure ; 

Provided that the authority haeby given to approprute 
tnental receipts for departmenul expenditure shaU not be c»^ 
as authority to keep the departmental ttaipo and expciues ^ J . 
therefrom outside the account of the payroenu into and the wttbirs*” 
from the public account of the provin«, 

> Goverameni servant whether ia » 
f"*?**'' «« "late to or form part ci ^ 

Tf n ^ shall not be included in the public 

* Goswnment servant is not requited W P 

rcfcrrel to Gov '''«»“« of the province, the queaion 
reterred to Government whose decisioi shaU be fin2 

pennission of servant may not, except with the spedd 

from the Public deposit in a hank moneys wjthdra»o 

Section VII of these ** Pfovuice under the provisions 

mly open M *1 the Governor his Military 

the personal control of the Ctwcraw ^ deposit of funds under 

receiving monm on^a«OMt^.l*’^‘^ Government servano i“ 

receipts for such moneys anct "rvaues of the province, gtanung 
the province and bv the public account <i 

moneys and granting reeeints receiving such 

scribed by the Mimsfer of plLnce^fc? ^ 

a-.^ sS^h £rm7y S^reL^, 
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which will show clearly the nature of the payment and the person or 
Government servant on whose account it is made and will thus con- 
tain all the information necessary for the preparation of the receipt 
to be given in exchange and for the proper accounts classification of 
the credit and its allocation between Governments and departments 
concerned ; 

(ii) at places where the money is to be deposited in the 
Bank, Ac memorandum or chalan referred to in clause (i) above, shall, 
except where oAerwisc provided, be presented to Ae treasury officer 
who shall enface it wiA an order to the Bank to receive Ae money 
and to grant a receipt; 

(iii) if a cheque on a bank is accepted in payment of Gov- 
ernment dues under any rules, a receipt for Ae actual cheque only 
shall be given, but Ae formal receipt for payment shall not be delivered 
until Ae cheque has been accepted by Ae Bank on which it is drawn ; 
and 

(iv) at places where the money is to be deposited in Ae 
Bank, the advices of receipts, which according to any provision made 
under this rule have to be sent to public officers or departments and 
consolidated receipts or certificates of receipts required by any such 
provision to be given to any public officer or department, shall be 
given by Ae treasury and not by the Bank. 

Section VT. — Custody of moneys relating to, or standing in, 

Ae Public Account of Ac Province 

11. (i) The procedure for Ae safe custody of moneys in the 
hands of Government servants, or held in a treasury, shall be as pres- 
cribed by Ae Minister of Finance, after consultation wiA Ae Accoun- 
tant General. 

(2) The Bank is responsible for the safe custody of Government 
moneys deposited in Ae Bank. 

Section VII. — ^WiAdrawal of moneys from Ae Public Account 

12. In Ais section “withdrawal” wiA its cognate expressions 
refers to Ae withdrawal of funds from Ae public account of Ae pro- 
vince, for disbursements of or on behalf of Ae province other Aan dis- 
bursements in Ae United Kingdom. 

13. Unless the Minister of Finance, after consultation with Ae 
Accountant General, oAerwise directs in any case, moneys may not 
be wiAdrawn from Ae public account of Ae province without the 
written permission of the treasury officer or of an officer of Ae InAan 
Audit Department authorized in Ais behalf by Ae Accountant General. 

iq. The Accountant General may permit wiAdrawal for any pur- 
pose. 
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^“(oT:';; su». a- 

cbims likcl, tJ be presented agamsi the parties 

future by (i) other Government servants, or (i) P""" ^ ^ 

(iiA To enable the drawing offiecr to »“PPjy 
olter Go^tramtnt ittvint (lom which lo m«t s 

(..)To piy direct Item the treewuy or ftom the ti 

!»mt doe h, Goieinmeot to n pnvne put? _„„d to 

(v1 In the case of an officer or authority [*1 ,1,. pro- 

make insesttnenti of moneys sundiog m the public acco 
■Vince for the purpose of such investment General 

(b) Unless expressly auihonaed ty the purpose w>f 

a treasury officer shall not permit wididrawal for any purpo 
specified la clause (a) of this rule 

16 Except as provided in rules 26 and a? a withdrawal 

not permit withdrawal for any ^rpose *atuf« 

IS printed by such person and in such l“;ts Minister 

torly submtted by the treasury o^et to such pre 

of Finance after consuluUon Aecoununt ^er^, may 

senbe The procedure so ptesaibed shall among other matter , 
tain prosisiOQS so as to secure— 

(0 that any person having a claim agaii^ ^'rt^ped 
shall present his voucher at the treasury duly reenpted, and s ^ 
where necessary and that unless otherwise specially proviae 
claim shall be paid unless the claim is first submitted to, 
payment duected by, the treasury officer , 

(11) that where sub-ueasuncs arc specially permitted y 
the Government 10 cash ceitam classes of bills without reieten 
the treasury officer the payment of such bills shall not, ''^the 

special arrangements and on particular occasions, be allowed at 
district treasury also 

(ill) that all b Us and touchers on which payment is rni * 
by ihe treasury officer or which arc enlaced by him for P*y™^^,Lg 
the Bank or a sub-treasury shall show to what head of account 
payment 1$ to be deb ted how the amount of the payment is to 
aUocaied between Governments or departments, and what amo » 
if anj appertains to the revenues of the Centrsd Government or t 
Federation 

17 A treasury officer has no general authority to make paymeW 
on demands presented at Ae treasury, his authority bong stricOy 
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limited to the making of payments authorized by or under 
these rules. If a demand of any kind is presented at a treasury for 
a payment which is not authorized by or under these rules, 
or is not covered by a spedal order received from the Accountant 
General, the treasury officer shall decline payment for want of autho- 
rity. A treasury officer has no authority to act under an order of 
Government sanctioning a payment, unless the order is an express 
order to him to make the payment ; and even such special orders 
should, in the absence of urgency, be sent through the Accountant 
General. 

18. A treasury officer shall not honour a claim which he con- 
siders to be disputable. He shall require the claimant to refer it to 
the Accountant General. 

19. Except as provided by rules 20 and 21 a payment shall, un- 
less Government by general or special order otherwise directs, be 
made in the district in which the claim arises. 

20- The leave-salary of a gazetted Government servant who draws 
his leave-salary in India, may be paid in any district of the province. 
The leave-salary of a non-gazetted servant may be paid in that dis- 
trict only in which his pay could be drawn if he were on duty. 

21. Pensions payable in India may be paid in any district of the 
Province. 

22. No withdrawal shall be permitted in order to meet the pay, 
leave-salary or allowances of a gazetted Government servant or a re- 
ward or honorarium payable to a gazetted Government servant, or 
any pension until tite Accountant General has intimated to the trea- 
sury officer the rate at which payment shall be made ; provided that 
the Government may, for special reasons and with the concurrence of 
the Accountant General, waive the provisioris of this rule. 

23. No withdrawal shall be permitted on a claim for the first of 
any series of payments in a district of pay or allowances to a Govern- 
ment servant other than a person newly appointed to Government 
service, unless the claim is supported by a last pay certificate in such 
form as may be prescribed by the Auditor General of India. A trea- 
sury officer may not permit any withdrawal in respect of pay or 
allowances of a Government servant to whom he has granted a last 
pay certicatc, unless the certificate is first surrendered. 

24. The treasury officer shall be responsible to the Accountant 
General for acceptance of the validity of a claim against which he 
has permitted withdrawal, and for evidence that the payee has actually 
received the sum withdrawn. 

25. The treasury officer shall obtain sufficient information as to 
the nature of every payment he is making and shall not accept a 
voucher which does not formally present that informadon unless ffiere ■ 
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atcuimUflccs of urscnc). by m ^ 
a uciiury officer to noU a P*T°~^ 


ly A Collector may 


,„ „nUFS Foa.on^< ■■qm.c > ua..^o^ !»► 

ml bcins i piimtjit of i C^« ihaU il on® 

Viuoos cl these rules. In any wA ease the nrcumsunccs 

fo's.ard . copy of h.s order a^nd 

requinrs .t, and the treasury oincer shaU at once itrport me pa, 

to th* \ccountant Gerteral 

aS A Go'crnment serrant mho tr««tT “P°“ 

by mean* of cheque* shall oottfy to the ‘l!,' ^ 

which he draw* the nuenber of each cheque boolt bro o 
and the number of cheque* tt coniaiiu. , or 

aj. When a GosTtnrDcni sersant who u 
coun^zn cheque* or bill* payable at the treasury or the Banh M 

to another, he *haU *«d a « 

tehesing Geiseroment jenati* wgnature to the utasury cma 
to the Banb. at the case coay be 

Section VnL— Transfer of monrya sundmg »n the 
Public Account of the Pronnee 

to The transfer of Government money* from one “'^'7 “ 
another and between a treasury and Banb *^U be gosaoed T 
instruction* as may be mued «d this behalf by the Minuet “ ^ 

after consuluiion with the Reserse Dank of India. The ua^ . 
money* between the currency chest balance and Oeasoty ”**^*^_ 
a treasury and from or to a small coio dtprt to or frtsm a trean^ 
under the control of the Gmcnunetit of the Pmsince shall be ^ver 
by insuucuons issued by the Coveroor General m this bchalt 


Section DC.— RcsprmsibtLty for money* withdrawn 
31 If a treasury officer reease* inUirutiOQ from the AccoMtant 
Gericral that money* have been louvrcctly withdrawn and that 
ceium sum should be recovered Doci a drawing officer, be shal 
efiea the recovery without dday and without regard to any corr^ 
pondence undeitaLen or contemplated with refaencc to the rciren^ 
ment order and the drawing ofScet without delay rcp*y 
sum in such manner as the Accountant General may direct. 

3a. (a) Subyect as bereinafier provided in this rule, the procc* 
dure to be observed by a Government servant m regard to money* 
withdrawn from the pubbe account cd the provuice for expenditure 
shall be such as may be ptesenbed by the Minister of Finance alter 
consuliation with the Accountant General. 
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(b) A Government servant supplied with funds for expenditure 
shall be responsible for such funds untd an account of them has been 
rendered to the satisfaction of dvc Accountant General. He shall also 
be responsible for seeing that payments are made to persons entitled 
to receive tlicm. 

(c) If any doubt arises as to the identity of the Government ser- 
vant by whom an account of such funds shall be rendered, it shall be 
decided by the Government. 

Section X. — Inter-Govcmment transactions 

33. (i) Save as provided hereafter in this section no transac- 
tions of the province witii another Government shall be adjusted 
against the balance of the province e.xccpt in accordance with such 
directions as may be given by the Auditor General of India with the 
approval of the Governor General to regulate the procedure for the 
accounting of transactions between different Governments. 

(a) Moneys presented within the jurisdiction of another Govern- 
ment for credit to the public account of the province or a payment 
made by another Government as a withdrawal affecting the balance 
of the public account of the province shall not be credited or debited 
to the public account of the province e.xcept under express authority 
of the Accountant General or any other accounting officer authorized 
in this behalf by the Auditor General of India. 

(3) All adjustments against the balance of the province by debit 
or credit to another Government shall be made through the Central 
Accounts Office of the Reserve Bank of India. 

34. Where such a course is authorized in consequence of a dele- 
gation of functions made under sub-section (i) of section 124 of the 
Act, the treasur)’ officer may receive or authorize the Bank to receive 
moneys tendered on behalf of the Central Government or the Federa- 
tion, and may make or authorize the Bank to make disbursements 
on behalf of the Central Government or the Federation in accordance 
with such procedure as may be specified in the rules made by or 
under the authority of the Governor General. Such receipts and dis- 
bursements on behalf of the Central Government or the Federation 
shall be adjusted, as far as pracdcable, direedy against the balance 
of the Central Government or the Federation held by the Bank, but 
where such transactions are temporarily taken into account against the 
balance of the public account of the province, the Accountant General 
will on receipt of intimation from the treasury make the requisite 
adjustments in respect of the aforesaid transactions through the Cen- 
tral Accounts Office of the Reserve Bank of India, against the balances 
in the public account of the Central Government or the Federation 
held by the Bank. 

35. The treasury officer may, subject to any general or specific 
direction of the Government in this behalf, receive or authorize the 
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Ban)> to rccn\c moncjj tendered on behalf of another province and 
may, if so required by the Accountant General, make or au ho^e 
payment of any claim against another fvovince The necessary aed ts 
or debits in respect of such receipt* and pajmenU against the Mlances 
of the province concerned shall be made by the Accountant Gcnaal 
through the Central Accounts Ofivee of the Reserve Bank of Inda 
but until such adiustraenti are made, the credits and deb ts shall be 
entered m the public account of the province 

Moneys paid or received in the office of the Accountant Genial 
on behalf of another province and book entries made in the ofSte 
of the Accountant General affecting the accounts of another provmrt 
shall likewise be adjusted by the Accountant General through the 
Central Accounts Office of the Reserve Bank of India agajut the 
balances of the province coticcmed 

^6 The provisions of the preceding rule may be extended with 
or without mod fieation to pavmenu made or received in the pr®* 
Vince on behalf of the Federal Railway Auihorily or of Hu Majesty* 
reoresentative for the exercise of the functions of the Crown in 
relations with Indian States 


Sectioa XL— Receipts and duborsereents of the pioTtnce 
ui the United Kingdom 

^7 Untd other provision is made by the Government m thJ 
behalf, tnonevs received m die United Kingdom on account of 
revenue* of the provnnee may be paid into and funds requited for 
disbursemenis of or on behalf of the province in that country may be 
withdrawn from the balances in the Public Account of the Centra 
Government or the Federation in that country, m accordance with 
such procedure as may be prescribed by or under the authority of the 
Gov^or General for the transactions of the Central Government or 
e F^ration m the Uruced Kingdom These transactions shall be 
adjusted in India, at the earliest opportunity, against the balances « 
the ^blic account of the province according to such direct ons as 
may be given in this behalf by the Auditor General of India with the 
approval of the Governor General 

Section XIL— Snpi^emeatal 

I «erase of any of his func 

Auiw S'”'"' 

r,.l« prescribed under these 

£ « P«J“d.ce the exercise by 

S ^ him bv or under 

I, An fn ’.t, directions regutaung the submis- 

A, Audit Department of the accounts kept m trea 

sunes or in departmental offic« and to be accompanied by such 
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The foliosving tnaj^^;f;:»^ Personal interreuuou of 

S3 S-t ^^e^ t: :":; ' -he. on ivhieh he passes 

(2) He is, in English. , it is dis- 

bric£ to honour a General. 

(p ' refer the claimant to the demands 

putable but to authority to deal ' limited to 

(4) He has no to make payment js^ ^^rhority. to act 

at the ’^b^d for the purpose. « unless it is 

the rules P'f ""7 novernment sancuonmg a P ) 

under an f °^i„ to make the payment. satisfying him- 

express order special preca drawn by 

(5) He is "BUtred » ® ^ , j„ p.jment ol 

““ taGovltnment service. accordance with 

’ h" s reejuimd .,c 

frr" required to -ri^ 

srchSi%3 s- pt:»- ■” 

(8) He is req'rrred j^^bs. , and 

intoSt giving .t rjic driiv nosnngs of 


(8) He is require double locks. ^ - revenue and 

, or giving it ou > ^rueasury accountant 

(g) He is reqnrre^ Recked accounts and 

-eceipK in tbe "ensutY S i^ns and the ® i revenue returns. 

or hi ttal of all the departm^rm ^ 

to verify the- monthly to examine the daily 

before commencing 
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accounu « th iSe chJanS and vouchen at the h«dquarim 
and the daily sub-treasury accounu and to saLsfy himsclt vaj 
each tern of charge r$ suipwted by a soochcr, (b) thM escry 
of each chalan and of each tahsl daily account u embodied m u 
proper register (c) that the lotah of aU the registers arc corrccuy 
eni«cd m the cash boot, (d) that the additions and deductions ladi- 
calcd in the accoununi $ balance sheets arc correct, (c) that the roini 
agrees wth the balance sheet of the ucasurer and (f) to sigaU^ 
two cash boots and the two balance sheets in token of their correct 
ness and good order 

(ii) He is requ red to ohserse certain precautions befwe s gninj 
the treasurers daily balance sheet, vide rmancial Rules 9 * 7 ' 93 ** 

(la) He IS required to sausfy himself before despatch of the 
1 st of pamKnts and cash accounts that the necessary voucl^rs an 
schedules are all attached. He is expected to check the schedules wi 
the souchers at intersals during ihe month. 

(13) He u personally respoosible for any payment of pension* 
wrongly made 

{14) He u required to tiutui c%ery entry in the rei«ue 
register and to see that no item is crated as a depout case 
formal order of competent auihonty and also if iIm amount could 
be credited to some known head in the Government accounts, to 
represent the nuaer accordingly to the court or auihonty 0 denug 
Its acceptance 

(15I He IS required to observe certain precautions bcfcrt sigwog 
supply bills and remittance transfer receipts, vide Finanaal Rule 485 

(16) He IS requi'ed to sgn supply bills and transfer rece-pts 
kgih.y and to maintain a uoifonn sgnature as far as possible. 

(17) He IS required to sec that the advice lists of b Us psyabx 
are op^ued in his presence to exam ne them personally and when 
saushed of their genuineness to uutul and date them 

'* to observe certam precautions before paying 

^ xj ^ tramfer receipt on hs treasury, side Financial Rules 
49«^oo He may however exercise some lautude. at his discrcnoa, 
m e payment of a bll which the advice is missing or inaccurate. 

f r^vured to keep the feras of supply bdls and transfer 
rccci^ and of adv ecs m his own posiesstoa un^r lock and key, and 
them each mom ng and m re- 


Rule 513 


X pt a parcel of b U forms, vide Financul 


of alt ^ ^ every payment made on authorty 

the entry , also that every dieque of the Public Wo ks Department 
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is charged in the Executive Engineer’s passbook and in the register 
o£ cheques paid. The treasury officer must bear in mind that the 
letter of credit shows tlie mxximum amount he has authority to pay, 
or the officer credited has author»ty to ask for, and any further pay- 
ment is made at the treasury officer’s risk ; he should therefore be 
careful so to record the progressive total of the payments that there 
may be no risk of overpayment. 

(21) He is required to prohibit erasures in any account, register 
or schedule, or in the cash book, to verify and initial every correction 
in them, and to take special care with all vouchers and accounts show- 
ing signs of alteration, and if such documents be frequently received 
from any office, to draw the attention of the head of the office to the 
matter. 

(22) He is required to see that a notice is posted in a conspicuous 
place in the office, of the hour at which the treasury closes for the 
receipt and payment of money and that the required notices regard- 
ing the encashment of currency notes, the supply of small coin and 
copper and the like are exhibited conspicuously in places which the 
public enter freely and tliac no favouritism is shown in the conveni- 
ences which the treasury can offer. 


APPENDIX IX 

SEPARATION OF RAILWAY FROM GENERAL FINANCE 

The following is the resolution regarding the separation of Rail- 
way from General Finances, adopted by the Legislative Assembly on 
the 20th September 1924. 

“ This Assembly recommends to the Governor General in Council 
that in order to relieve the general budget from the violent fluctuations 
caused by the incorporation therein of the railway estimates and to 
enable railways to carry out a continuous railway policy based on 
the necessity of making a definite return to general revenues on the 
money expended by the State on Railways : 

(r) The railway finances shall be separated from the general 
finances of the country and the general revenues shall receive a defi- 
nite annual contribution from railways which shall be the first charge 
on the net receipts of railways. 

(2) The contribution shall be based on the capital at charge 
and working results of commercial lines, and shall be a sum equal 
to one per cent, on the capital at charge of commercial lines (exclud- 
ing capital contributed by companies and Indian States) at the end 
of the penultimate financial year plus one-fifth of any surplus profits 
remaining after payment of this feed return, subject to the condition 
that, if in any year railway revenues are insufficient to provide the 
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of 000 PO, coo. 00 ■Vrio“joS^r»“t‘oS^a 
S^ihc next or subsequent b«n i^adc goed. 

for purposes of division unul joij working, 

The interest on the wpiul at ch^ „.lnu« and shall consequently 
strategic bnes shall be borne by gen ^ order to anivc at 

be deducted from revenues each 

the net amount pyablc from railway to g avenues 

(3) Any surplus remaining after this paym^t o amount 

uansferrfd to a railway ly year three 

available for uansfer to the railway thr« Vores shall 

crores of rupees only iwo-ihirds of **)*.^“ n.ng one third shall 
be transferred to the railway reserve and die icmaming 
accrue to general revenues j 

(,) TVo ™l»o, .o»>o r£S>n. 

ihc annual contribution to general revenues , to p » „ 

for arrears of depreaauoa and for writing 

eapiul, and to suengihcn the financial J and latts 

that the services tendered to the pubbe may be impro 

may be reduced . 

(5) The railway admmuuaoon shall be 
ecndiuons as may be prtsaibed by the Government of 
umporanly from the capital or from the reserve for the _ 

me^ng expenditure for which there is no provismn or tnsum^ 
provison m the revenue budget subjett to the ebbgauon 
repayment of such borrowings out of the revenue budgets oi suDscq 
years 

(6) A Standing Finance Committee for Railways shaU 
St tuted consisting of one Rominated official member of the . 

Assembly who should be chairman and eleven members clcctM ^ 
the Lcgislauve Assembly from thcii body The members 01 m 
Standing Finance CMnmittee for Railways shall be ex ofpao member 
of the Central Advisory Counal, which shall consist, in additioiij ot 
not more than one further nominated offiaal member, sue non-omci^ 
members sel«:ied from a panel of eight elected by the Council 0 
Suie from their body and six non-official members selected * 

paticl of eight eleaed by the Legislative Assembly from iheu body 
The Railway Department shall place the estimate of railway expendi- 
ture before the Standing Finance Committee for Railways on so^ 
date prior to the date for the discussion of the demand for grants fof 
railways and shall, as far as possible, instead of the expenditure pr*^ 
gramme from revenue, show the expenditure under a deprcaauon fund 
created as per the new rules for charge to capital and revenue 

(7) The railway budget shall be presented to the LegisUuvc 
Assembly if possible in advance the general budget and separate 
days shall be allotted for its discussion, and the Member in charge of 
Railways shall then make a general statement on raJway accounts and 
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working. The expenditure proposed in the railway budget, including e.x- 
penditure from the depreciation fund and the railway reserve, shall be 
placed before the Legislative Assembly in the form of demands for 
grants. The form the budget shall take after separation, the details 
it shall give and the number of demands for grants into which the 
total vote shall be divided shall be considered by the Railway Board 
in consultation with the proposed Standing Finance Committee for 
Railways with a view to the introduction of improvements in time 
for the next budget, if possible. 

(8) These arrangements shall be subjected to periodic revision 
but shall be provisionally tried for at least three years. 

(9) In view of the fact that the Assembly adheres to the resolu- 
tion passed in February, r9a3, in favour of State management of Indian 
Railways, these arrangements shall hold good only so long as the East 
Indian Railway and the Great Indian Peninsula Railway and existing 
State-managed railways remain under State management. But if in 
spite of the Assembly’s resolution above referred to Government should 
enter on any negotiations for the transfer of any of the above railways 
to Company management such negotiations shall not be concluded 
until facilities have been given for a discussion of the whole matter 
in the Assembly. If any contract for the transfer of any of the above 
railways to Company management is concluded against the advice 
of the Assembly, the Assembly will be at liberty to terminate the 
arrangements in this Resolution. 

Apart from the above convention this Assembly further recom- 
mends : — 

(i) that the railway services should be rapidly Indianised, and 
further that Indians should be appointed as Members of 
the Railway Board as early as possible, and 

(ii) that the purchases of stores for the State Railways should 
be undertaken through the organisation of the Stores Pur- 
chase Department of the Government of India.” 

On and March, 1943, the Legislative Assembly by resolution 
modified the above convention. The changes are as follows : — 

(1) For the year 1942-43 a sum of Rs. 3.35 lakhs shall be 
paid to the general revenues over and above the current 
and arrear contribution due under the convention. 

(2) From ist April, 1943, so much of the convention as provides 
for the contribution and allocation of surpluses to general 
revenues shall cease to be in force. 

(3) For the year 1943-44, surplus on commercial lines shall 
be utilised to repay any outstanding loan from the 
depreciation fund and thereafter be divided 25 per cent. 
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appendix X 
extract from the 

CODE REOARDIXG THE «AIL\VAY 

OF EXPENDITURE BETWEEN REVENUE 

and capital 

50, Ra.l.iy upynainm mlj ^ '“X‘D<Dr~au» rStf 
A ccimt or 00 Rooout Acoount, of bom tho Depr^u™ 

Fond Tho gononl prmoiplH on ofhieh Ite 

be allocated between tbe« three mam secuoas of the Accou 
laid down tn paragraphs 90a to 908 below 


90a Capital bears — ‘ 

(1) the cost of land, 

(2) the first cost of constrocnoo and equrptncnl of the 

(3) the cost of maiQiauiiPg a section of the line not opened 
for working, 

(4) the cost of any addition to the line or etmipment ^ 
line when estimated to cost more than me Nevv M*“ 
Works limit, as dcRned in para 928, 

(5) the excess, if amounting to more than Rs. 2000, m the 
cost the new asset over the ongmal cost of the exisnog 
asset, or over the cost of ni replacement by a hke asset, 
whichever gives a smallei debit to Capital, 

(6) the cost of any tools and plant speahcally purchased, and 
of any posts specially created, for the supervision or con 
strucDCA of a work, in accordance with the provisions or 
paragraph 9S7 

90J. Capital IS credited with — 

(1) any excess in the sale proceeds of an asset over and above 
Its ongmal valu^ ptorided the latter exceeds Rs a 000, 
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(2) the cost at debit of capital of an asset (other than land) 
which is abandoned or disposed of without being replaced. 

Note. — ^When such an asset is subsequently replaced the adjust- 
ment made under this rule is reversed and the expenditure is allocated 
according to para. 948 et sqq. 

(3) the sale proceeds of any land acquired at the cost of Capital, 
when it is sold or surrendered, 

(4) the difference between the cost at debit of Capital of a 
replaced asset and the cost of its replacement, when the 
cost of replacement is chargeable to the Depreciation Reserve 
Fund (vide para. 950) and is less than the cost at debit 
of Capital, 

(5) the cost of labour originally incurred in laying the assets 
or parts thereof, when such items are subsequently trans- 
ferred for use on a new work. 

904. Revenue bears : — 

(1) all charges for maintenance and repairs after the opening 
of a line for traffic, other than charges of the nature de- 
tailed in para. 921, including the current expenses of con- 
ducting the business of a railway, e.g., pay, allowances, 
etc., of establishment employed on the open line, 

(2) the contribution made to the Depreciation Reserve Fund 
under para. 907, to meet the cost of replacements and 
renewals, 

(3) the excess, as worked out under para. 902 (5), in the cost 
of replacement of an asset, when such excess is not more 
than Rs. 3,000, 

(4) the cost of such replacements and renewals as are not 
chargeable to the Depreciation Reserve Fund under para. 

(5) the cost of such works of additions as fall within the cate- 
gory of New Minor Works as defined in para. 928, 

(6) the cost of labour originally incurred in laying the assets 
or parts thereof, when such items are subsequently trans- 
ferred for use on a new work, 

(7) the original cost of an asset (other th.in land) abandoned 
or disposed of without being replaced, when it is Rs. 2,000 
or less. 

905. Revenue is credited with : — 

(1) the value of materials released from works charged to 
Revenue (ordinary repairs and maintenance), 

(2) the amount realised from the disposal of an asset the ori- 
ginal cost of which is Rs. 3,000 or less. 

906. Depreciation Reserve Fund bears : — 

(r) the cost of replacements and renewals in accordance with 
the provisions of paras. 947 to 930, 
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(a) ihe cost of debit of Cspiul of aa asset (other than Uod) 
which 1$ abandoneil of disposed of «itho«t being rcfiscfo 
provided It IS above Rs. ifioo, 

^^J,e_^Vhcn such an asset » subscauently replaced, the ad 
jusunent made under dus rule u tevenpea and lie expenditure « 
allocated according to para cl sqq 

(j) the co« of tools and plant specially purchased, and of any 
posts specially ucated, for the supavision or coostructwa 
of a vvoth ID accordance v»«h the provisions of para 9^7 
907 Deprecation Reserve Fund 1$ credited with the amount of 
ccaimbuuon from Reienue calculated at 1 6oih of the Capital at 
charge of each ralway at the end of the prcviiou* financial jw as 
shown in the Finance and Revenue Accounts of the Goveromcnl « 
India 

90I. Credits realised from the disposal of an asset the ongin^ 
cost of which u more iKan Rt. aooo and credits for maicruli nlaseo 
from a work which has been reptaced at the cost of the Dep'ocariaa 
Reserve Fund are uLen in reducuoa ol expend ture from the Dep^ 
oauon Reserve Fuid, after deducting the loadental charges, eg, ih* 
cost of djunamling handling and sh fuog includicg freight to stores 
depot. 


APPENT>IX \L 

UST OF SECTIONS UNDER THE FOUR DIVISIONS 
OF ACCOUNTS 


U— Reroaie ■ 

^ Principal Head s « 


Revenue. 


Ouea Demands on the R-vcooe 
AA^Pnneipal Revenue Heads — 

Cap lal Outlay on Salt Works viiihio the Revenue Accounu 
^iwav Revenue Ntcounl, 

S*P‘**^ Account w«iun the Revenue Account. 

« venue Account of Irngauon, Navigauon, EmhatiLmenl 
sod Drainage Works. 

Navigation EmhanLmeni 

D— Posts Wwk$ Within the Revenue Account 

E.— -DeEit Services. 

F— .Civ I Admmiiiration. 

Account wnhm the Revenue. 
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G. — Currency and Mint. 

H. — Civil Works and Miscellaneous Public Improvements. 

HH. — Capital Account of Civil Works and Miscellaneous Public 

Improvements within the Revenue Account. 

I. — Elecricity Schemes. 

II. — Capital Account of Electricity Schemes within the Revenue 
Account. 

J. — Miscellaneous. 

JJ. — Miscellaneous Capital Account within the Revenue Account. 

K. — ^Defence Services. 

L. — Contributions and Miscellaneous Adjustments between 

Central and Provincial Governments. 

M. — E.vtraordinary Items. 

11. — Capital : — 

AA. — Principal Revenue Heads : — 

Forest and other Capital Accounts outside the Revenue 
Account. 

BB. — Railway Capital Account outside the Revenue Account. 

CC. — Capital Account of Irrigation, Navigation, Embankment 
and Drainage Works outside the Revenue Account. 

DD. — Posts and Telegraphs Capital Account outside the Revenue 
Account. 

FF. — Civil Administration — Capital Accounts outside the Reve- 
nue Account. 

GG. — Currency and Mint — Capital Accounts outsrde the 
Revenue Account. 

HH. — Capital Account of Civil Works and Miscellaneous Public 
Improvements outside the Revenue Account. 

II. — Capi^ Account of Electricity Schemes outside the Revenue 
Account. 

JJ. — Miscellaneous Capital Account outside the Revenue 
Account. 

KK. — ^Defence Capital Account outside the Revenue Account. 

in.— Debt:— 

N. — Public Debt. 

O. — Unfunded Debt. 

P. — Deposits and Advances. 

Q. — ^Loans and Advances by the Central Government. 

R. — ^Loans and Advances by Provincial Governments. 

IV. — Remittance : — 

S. — Remittances — 

I. — ^Remittances within India. 

II. — Remittances between England and India. 

T. — ^Transfer of Cash between England and India. 


27 



ri>*NCUI. KDMIM'TMTION IV >'■'» 


' authorities (BOMBAY FIN ANCIAL 

ABPESDIX 6) ^ 

; fco..* 

' OIlKM (cljvmtl loi"' 


V— Land Ml col’srtofs conterncJ 

Rnxnue 


I CoPunistio®'^ 
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(B) SPECIMEN DISTRIBUTION OF A GRANT (BOMBAY 
FINANCIAL RULES— APPENDIX 7) 


Major Head 

Minor Head 

Sub-head 

Primary Unit 

31-Educa- 

A-G rants to Universities 


Grants-in-aid, con- 

tion 

A-University 

B-Government Arts 

I. Science 

tributions and 

donations 
i. Pay of Officers 


Colleges 

Colleges 

ii. Pay of Establish- 


C-Grancs to Non-Gov- 
ernment Arts Col- 
leges 

D-Government Proles- 

2. Other 
Arts Col- 
leges. 

I. Law 

ment. 

iii. Allowances, Hono- 

raria 

iv. Contingencies 
i - iv as above 

Grants-in-aid, Con- 
tributions and 

donations 
i - iv as above 


1 sional Colleges 

2. Engineer- 

» * 


E-Grants to non-Gov- 

mg 

3. Training 

4. Com- 
merce. 

» 

» ’ 

Grants-in-aid, con- 

B-Secoadary 

ernment Professional 
Colleges 

F-Government Secon- 

r. For boys 

tributions and 

donations 
i-iv as above 

dary Schools 

2. For girls 



G-Direct Grants to non- 


Grants-in-aid, con- 


Government Second- 
ary Schools 

H-Giants to Local 


tributions and 

donations 

»> 

C-Primary 

D'Special 

E-G^eral 

bodies for secondary 
education 

I, h K, 

L, M, N, 

0, P, Q, etc. 
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(C) EXTR\CT FROM THE TABLE OF 
' RESPONSIBLE FOR THE CONTROL OF EXP^DI 
TURE (BOMBAY FINANCIAL RULES— \PPENT)1X m) 

I _ Authonty responiilc 

Secretanat Dcpanment wauhing the pro- 

Head of \ccount tespoos Ue lor the pJ expend lure 

denuittl appropnalioa 


I Reteaue Department 


VdmiMStraUOD of Horae Department 


/ High Court 
A I ludges 


I Home Depanment 


\ a Ongmal t de I 

a) Pfothoaotary j w 

and Senior 

Master 

b) Translator •do- 

A i Appellate side 

a) Registrar do- 

b) Reporter -d»- 

c) Translator -do* 

and so on for A^ 

A 5 etc. 

B Law Officers Pre. Legal Department 
sidcncy Law Offi I 


And so on 

C Administrator Home Department 
General and Offi 
oal Trustee 
And so cn for D £, F 
G H I 


I Secretary to Government 
Revenue Department 


1 Proihonoury and Sem 
I or Master 


Protbonotaiy and Sen 
nr Master 


Registrar Appellate side 
Reporter H gh Court 
R-gistrar Appellate s oc 


Secrtlary to Govern 
rnent Legal Depart 
mew , 

Remembrancer of Legal 
AEaitx 

Adm nisiratox General 
and OffiDal Trus ee 
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APPENDIX Xni 

SPECFxMEN DEMAND FOR A GRANT (ASSAM) 
GRANT NO. 

Charges on account of Public Health 

(Head of Account — 35-Pubh‘c Health) 

I. ESTIMATE of the amount required in the year ending 
March 31, to defray the expenses in connection with the adminis- 
tration of the Public Plealth Department. 

Voted ; — Rupees 

Charged : — Rupees 

II. Sub-heads under which this grant will be accounted for by 
the PUBLIC HEALTH DEPARTMENT:— 


1 

Budget {Revised 

Estimate iEstimate 

1 

Budget 

Estimate 

.Actuals 


1941-12 

1 19-10 41 

( 

1940-41 

1 

1939-40 

A— PUBLIC HE,-\LTH 
ESTABLISHMENT 

(a) Superintendence and 
other Establishment — 

r. Pay of Officers 
Voted 

Charged 

2. Pay of Establish- 
ment 
(etc.) 






III. DETAILS OF THE FOREGOING 
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appendix XV 

?r™. 

™r.?s>rs— 

APPRO^^-^^ Major Heaas 

( f^ecUon 


Section 

Letters 


SecUon 

Letters 


Major Heads 

revenub 

Priacipal Heads .1 !!«*»“' 

I Customs r,,,,-,es 

II Genual Excise 

III Corporation 

IV Taxes on 

than Corporation Tax 

V Salt 

VI Opium 

VII Land Reven^ue 

VIII provincial Excise 
IX -Stamps 

X Forest 

XI der Motor 

XII Receipts uotier 

Vf and 0““ 

°A iS an Luaunes 
' including 'Taaes nn 

■Entertainments, 

• rf and Gambling 

ting ona . 

B. Receipts from 
tricity Duties 

C. Receipts from 
bacco Duues 

D. Other Rems 

Railway Revenue Account 

vV State Railways 

|vi Subsidised Conspames 

wg-.«, irrsiiiSM 

bankment anu i 

Works . Naviaation, 1 

XVII Irrigation, j^rain- 

Etnbanknrentancl 

works tor 

Capital Accounts are 

kept 


B 


. ■ „ ISIavigation, 

Capital Accounts are 
kept 

Posts and Telegraphs 

POS.S and Telegraphs 

• Debt Services 
XX Interest 

^{l Jails and Convict Settl 
iTients 

XXlll Police pilotage 
;^V Lighthouses 

ships 

■vQ^VI Education 
vvvil Medical 
^VIII Public Health 
■ XXIX Agriculture 
XXX Veterinary 
v^CXI Ci^opetation 
-jQQill Industries 

VXXIII Aviation 

XXXIV Broadcasting . 

XXXV Indian Stores 

mcnt Deoart- 

XXXVI Miscellaneous O^p 

^ ments 


1 

■I 


1 


G Currency and Mtut 
XXXVII Currency 
XXXVIII Mint 
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Sec Jon Major Head* 

U let* 


Section Major Head* 

lette • 


H CimI ^^crki and Mixellane 
ou* Public Department! 

XXXIX CimI Work* 

XL Receipt* from Etecliic 
Scheme* 

XLI Bombay Detelopmenl 
Scheme 

I Miicellaneou! 

XLll Rece pti from Indian 
State* 

XLin Transfer* from Famine 
Relief Fund 

XLIV Receipts m aid of Super 
annuation 

XLV Suuonery and Prinlinc 
XLVl M scellaneou* 

K Defence Semen 

XLVII Defence Receipts — EHec 

XLV III Defence Receipt* — Non 
EfleAise 

L Contnbuuoni and Mucellanc* 
ous Adjustments berneen 
Central and Prorincial Gov 
emments 

XLIX Grants mad from the 
Central Cos eminent 
L Miscellaneous Adjust 
ments betsteen Central 
and Prosinaal Govern 

M Extraordinary Items 

Lt ExUaord nary Rtccipis 

BB Railway Capital Account out 
side tlie Revenue Account 
LII Cap tal contributed by 
Railway Compart cs and 
Ind an States towards 
Outlay on State Railways 


DCPENDrrURE 

A Direct Demands on the 
Revenue 
t Customs 

2 Central Fesrse Duties 

3 Corporation Tax 

3 Taic* on Intern* other 
than Corporation Tax 

5 Salt 

6 Opium 

7 Land Revenue 

8 Provinn.l Excise 

9 Stamps 

10 Forest 

11 Kegisirauon 

12 Cliarges on account of 
Motor Vehicles Acts 

jj Oiler Taxes and Dutiei 

\A Pnncjpal Revenue Headi— 
Capital Outlay on Salt Woika 
wii^ the Revenue Account 
5 \ Cap tal Outlay on Salt 
Work* 

D Railvva) Revenue Account 
I5A State Ralwavs (Commer 
cial L aes) 

j>n Slate Railwajs (Strategic 
L nes) 

i}C Subsidzcd Compan es 
15 D Miscellaneous Ralway 
Expenditure {Commercial 
Lines) 

1 3 E M Kcllan ous Railw ay Ex 
pend turc (Strategic 
Lints) 

DB Radvay Capital Expenditure 
within the Revenue Account 
iG Construciioa of Ralways 
(Debited to Provincial 
Revenues) 
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Section Major Heads 

Loiters 

C Revenue Account o£ Irrigation, 
Navigation, Embanicincni 
and Drainage Works 

i7 Interest on Works for 
which Capital Accounts 
are kept 

j 8 Other Revenue Expendi- 
ture financed from Ordi- 
nary Revenues 

iSO) Other Revenue Expendi- 
ture financed from Fa- 
mine Relief Fund 

CC Capital Account of Irrigation 
Navigation, Embankment 
and Drainage Works within 
die Revenue Account 

19 Construction of Irrigation, 
Navigation, Embankment 
and Drainage Works 

D Posts and Telegraphs Reve- 
nue Account 

20 Posts and Telegraphs 

DD Posts and Telegraphs Capital 
Account within the Revenue 
Account 

21 Capital Ouday on Posts 
and Telegraphs 

E Debt Services 

22 Interest on Debt and other 
Obligations 

23 Appropriadons for Reduc- 
tion or Avoidance of Debt 

F Civil Administration 

25 General Administration 

26 Audit 

27 Administradon of Justice 

28 Jails and Convict Setde- 
ments 


Section Major Heads 

Loiters 

29 Police 

30 Ports and Pilotage 

31 Lighthouses and Light- 
ships 

32 Ecclesiasdcal 

33 Payments to Crown Re- 
presentadve 

34 Tribal Areas 

35 External Affairs 

36 Scientific Departments 

37 Education 

38 Medical 

39 Public Health 

40 Agriculture 

41 Veterinary 

42 Co-operation 

43 Industries 

44 Aviation 

45 Broadcasting 

46 Indian Stores Department 

47 Aliscellaneous Depart- 
ments 

FF Civil Administration — Capi- 

tal Account within Ac 
Revenue Account 

43- A Capital Ouday on indus- 

trial Development 

44- A Capital Ouday on Civil 

Aviadon 

45- A Capital Outlay on Broad- 

casdng 

G Currency and Mint 

48 Currency 

49 Mint 

H Civil Works and Miscellan- 

eous Public Improvements 

50 Civil Works 

51 Interest on Capital Out- 
lay on Electric Schemes 

52 Bombay Development 
Scheme 
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Section Me)or Head* 

Le lers 

HH O^iul Account o( CiTil 
^Vcrk* and MuccUancout 
PubLc Improxmeots wtiiun 
Oic Revenue Account 
30-A Capital Outlay on Cixil 
WotLj met out o! Extra 
ordinary Receipt* 

33 Capital Outlay on Ele*. ' 
trie Scheme* met out oi 
Revenue 

J MiaccUancou* I 

34 Famine 

S3 Superannuauon Allowan 
CCS and Pension 
36 SutioQcry and Printing 
Mtuelhneou* 

]) Miscclkoeoat — Capital 

Account wtthin the Revesue 
Account 

S3 A Commuuuon of PensioQs 
financed from Ordinary 
Revenue 

K Defence Stmeej 

35 Defeat Services — E 3 <c 
uve 

59 Z^fence Sen ices — Non 
eSective 

^ Tratiifer to or frooi 
Defence Resenc Fund 

L CcoCnbniiont and Misvcl> 
laaeou* Adjustmeob bmeen 
Central and Pronnual Gov* 
erntnentt 

61 Granit-m-aid to Provin 
V coal GoveroxncBM 
fia Miscellaneous Adtutt 
tnents between Central 
and Provincial Govem- 
aicoQ 


Section Major Heidt 

Letlcr* 

M Extraordipary Iiemt 

6 j Exi/aordioary Charges 

CAPITAL ACCOUNTS OUT- 
SIDE THE REVENUE AC- 
COUNT— EXPENDITURE 

A\ Pnnapal Revenue Head*— 
Forest and Other Capital 
Accounts outsic^e the Revenue 
Account 

65 Capital Outlay on Forest* 

66 Capiul Outlay on the 
Security Printing Pres* 

BB Railway Capital Account 
outside the Revenue Account 
6 ‘ A Construction of State 
Railways — Commercial 
CyB Consuuctjon of Slate 
Railway* — Stratemc 
6y C Capital consoiutea by 
Railway Compaucs to- 
ward* Outlay on State 
Railway* 

6yD Redemption of Liabibue* 
involved in the Purchase 
of Railway* 

CC Capital Account of Imga- 
gauon, Navigauon, Embank- 
menl and Drainage Works 
outside the Revenue Account 
Conscructioa of Imgatioa, 
Navigation. Embankment 
and Z>rataage Work* 

DO Posb and Telegraphs Capi- 
tal Account outside the 
Revenue Account 
69 Capital Outlay on Posts 
and Telegraph* 



APPENDICES 


431 


Section Major Heads 

Letters 

FF Civil Administration — Capi- 
tal Account outside the 
Revenue Account 
70^Capital Outlay on Im- 
provement of Public 
Health 

71 Capital Outlay on schemes 
of Agricultural Improve- 
ment and Research 

72 Capital Outlay on Indus- 
trial Development 

ya-A Capital Outlay on Civil 
Aviation 

73 Capital Outlay on Viza- 
gapatam Port 

74 Capital Outlay on Light- 
houses and Lightships 

GG Currency and Mint — Capi- 
tal Account outside the 
Revenue Account 

77 Currency Capital Account 
outside the Revenue 
Account 

HH Capital Account of Civil 
Works and Miscellaneous 
Public Improvements outside 
the Revenue Accoimt 

78 Initial Expenditure on 
New Capital at Delhi | 


Section Major Heads 

Letters 

79 Capital Outlay on Elec- 
tric Schemes 

80 Bombay Development 
Scheme 

81 Capital Account of Civil 
Works outside the Re- 
venue Account 

JJ Miscellaneous Capital Ac- 
count outside the Revenue 

Account 

82 Capital Account of other 
Provincial Works outside 
the Revenue Account 

83 Payments of Commuted 
Value of Pensions 

84 Capital Outlay on Bom- 
bay Lands Scheme 

85 Payments to Retrenched 
Personnel 

Sections N — V deal tvith 
Debt, Deposits, Advan- 
ces, Suspense and Remit- 
tance Heads and Cash 
Balances, 



INDEX 


Account Code 23£> &nd Ia 
A ccouatacit. 2J/-0- 
Accounuct Ccoenl ^ lus 

141 i\ 

AccounlJ— 

\ccrual and Cuh Bams 01 
ApckTopnai on, i.44 S 
and Auditor Ge&er^ 212-6 
Combined Fuianec and nevenue. atj| 

Form, Quulcat on a id C<jm;>U 
Uoa and, iiffjx 34J S 
General Pnnapln and Mctliodi. 

iJb-ji 

Gotcnuneci ST»>cin «(, 91 2 
Initul Departaenul 242 i 
Sji on o( 232 4 
^;Mem o{ PuU c. 91 
AdiuTaatTaun and \l>e Extea . 

iSMi! 

Adnunttrau -e Department, 

391 

Admuuitratite loUrrtUuooa. ^7 
Asenaa Budgetarj $4 i43-si 

itfj 

Allocation o( Revetiiiici ■ ■ 
between Capital and Revenue Es 
penditnre, 2s6^ and Appendix \ 
between Cap tal aod Rcrenue Ex , 
penditure on Railwaja. 369 and) 
Appendix 

Annual BalancaoK o( Incoote aodj 
Expenditure, 204-6 
Appropnabons— 

Defiococr 82 i 
Supplementary and Additional, 81 
Asugnmenu frocn Central Taxes, 

W 

Audit— 

and Appropnaticns. sCo-i 
and Auditor General 246-50 
and Case against Sepaiatioo, 2S2 
Code ard Manual, 247 and tn. 
the Combined Sntera cd, 2-j^ 
Effiaency of, 97 284 5 
xed FiaiiiciJi CotOiiA, 31^ 5 
Function* and Object* ^ 9 ^ 5 


General Pnncip-e* of 252-6 

Ifispcrtiut, 2&6-7 

)i>3 oal. 96 

Lcgistative, 95-6 

Eocal, 266 , . 

Menu of SeparMMjn of. 2-9-W 
Ped tical. 96-7 , _ 

Preliminary CoRHikraUoai 

agau a Propnciy 364 S 
aga ut Rrcu-antf 262 3 
Kcsii.ti of 26*72 ^ 

agaiJbt Sanction* to 

^pir t oL **2 4 

Type* of. p* 7 

\uditor General and Crem« RrP*'* 
temauie* Depamneni. 84S 
Auditor CenenI of India. 139^,. 

ArpmJ^ * 

Audtor of Indian Home Aecouf^ 

Calancss— 
m England, 2ip-30 
ProUem of. 2I7>9 
Bearer Bood*. dSd 4 
OooE of Financial Power*, ao 
Dorromng by Federatice^ 332 
Budget— 

arxl Accounting Act. 1921 53 
AnnuaLty 30-1 

AuxiUacT and Indepeodeni. aS, 

1)7 

Capital. 35 

Chaiactensuct of 26-31 
Class Station and Coctent*. 64 
Claasifkation of 40-1 
Correct ve and SupplemeaUrj” ^ 

Cyclical 33 s 

Date of Subnusaicn ot, 73 
De&mtioa of. 24-6 
Demand Statements. i69-“0 
Economic Aspect of. 47 
Form aod Content*. 40-2 
\ Oovenuaenl and Bus ness, 31 3 
“d| Gras* and Net, 39 

aob* Indian Railway aai General 28 



INDEK 


433 


Classification ot> 

Committee. 309-‘r -o ^-iew of, i6i. 
ConsolidaUon and 

General Scheme of, 154-64 
Form of, i59 
Revised. 155. i6o-i 

^\m?orlmKeot Accurate^ 

Stages m, i4o 

^'provincial, 195 
and Salt, i9^ 

Executive 

Central, lOo-iio 
Council, 107'° ^ 


Notes, i 6 i -2 j-^^^^ordinary, 37-8 
Ordinary aim q_ 

Plan. 174-5 

Publications, 102, i/“ 

Publicity. 78-9 
Rights, 21-4, 6a;7 g 

Speech, 73-4. 1/3 Proviiv 

Submission of Lcntra ^^^.g 

S of Voting of, 79-81 

Cabinet and Budgeh 
Central Accounts 
Central Accounts Section, 3 

ColteBo« of 

Collector anti 'BreasorYt^p-pl.j,,!;,, VII 

iSp s%r ^ 

Financial, 19, - _ f:6'’90-i 1 -*• Audit, w. „ 

Controlling A'^*°"'''J;egislature and] 

Cooperation betwe ^^"(-utive, 70'7^ 

Court of f‘J°“Snance!^338-40 
Currency and 

Currency .L^e>s Department, 

Croivn RepreseiitaUves ^^3.^ 

Customs, 187-9 


Defaice Services ^ 

^Jan'dal ’CoV^.^g;- 3^.3 

Deficiency Apptop TokOT, 

Demands, Supplementary igi 

Douzieme Provisoires 80 

Double Taxation, 33i - 
Electridty 

Employment Tax, ^ 

Equilibrium. Budgetary, 

25 


Features of, 327-3= 

SSS A”*”'"'-’ 

Committee, 307, ^ . 

Department, loi^ 

Department and 296-9 

gfpartmeiit a^i/l^venue. 299-300 

=06 Taxauon, 30 



Or5a«;“®Si.rd,. of. =At;5 
Propriety, pggeration, 3-7 3- 

Relauoiis 10 irigty of, 32i-3 
Relations, t 

rlSal Af"""""! 

SdX Co..,*"™' 



434 


mDEX 


Dcfifution and Scope I 2, 5. >3 
and Form of the bute, 6 
Importance oi 13 <4 
and Orgamzalion, 8^ 87 
and Personnel 8, so 
and Its Problems 14 16 
and PuW c Finance, 2 J 
a Sacnce and an Art, S 
Ploatins a Loan, 

Go%cmment Stoclc 353 

Governor and tlie Puianctal System, 

>13 i\ 

Governor General— 
and Audit, 2*6 
and Financial System, lod 10 
Crania 

D scuss on and Votins of >76-9 
Distribution of 197 3 
from Federation 334 
Supplementary 84 

Kigh Commissioner for In^a 129 


Impenal Bank of India, 337. 343 

Income 7 ix, {£9 ipt 

Inda— 

Financial Structure of 99'ii6 
OlKce, I26>8 
in Ttaosiiion 99<ioa 
Indian— 

Audi Department 113 139 43 
Constitution and Fuo^menul FsQ 
ancial Pnnaples, 117 ao 
Constitution and its PeciilunUes| 
and Luq tations. lao 
Financial System and EfSaency 
- 3>6-7l 

States lao-i 

Imt alive Budgetary 49-54 
Interference, by Legislature, 83 4 

Land Revenue 193 5 
Legislature- 
Central 110-13 

and rmancial Administration 18 
and Finanaal Control, 305-6 
Provmaal 1 1 5-6 


Legislative Lists 330-1 


Major and Minor Heads, 23^1 ^ 

' Appaidi* aV 

Motor Vehiclei Taxauem Acts, 19S 
Organization, Unity of, 17 
Parties and the Budget, 4^7 
Payments ilaking of, 87-ft 199-2® 
Plural nxecuUte 86 
Postal Savings Bank DeposiU, 352 3 
Post Offee Casli Certificates, 3o2 
Posts and Telegraphs — 

Budget Ccnlrol, 372 
Cummercializauon of, 373 
Promissory Notes, 3>l 
Provincial Auditor General, 140 
PuUic Accounts Committee, 9S-& 
183 4, 3«2 7 

Publie Debt— 

Adminutrauon, 36o>l 
Cancellatioa and Consobdation, 
334 3 

ClasvifiouoB 348-55 
Floating 350-1 * 

IimiorUsce of 347*8 
\ Office, 36*-* 

Permanent 353 S 

Productive and Unproductivt, 349* 

50 


Provincial 357-8 
Repairution of 358 
Repayment of, 355 7 
UoCunded 351 3 
Pubic Dconomy 2S6 
Public Opimon and Budget Control 
43 4 

Railviay— 

Board, 365 
Budget. 365 8 

Financial Organization and Control 

368-9 

Reappropnation, 200 
Reports 93. 196 203 4 
Reserve Bank— 
and Accounts, 341 4 
and the Business World, 345-6 
and Currency and Remittance, 339* 


and Debt 344 5 

and Exchange. 338 

as Government s Banker, 340-41 


40 



INDEX 


435 


Resource, 207-8, 214-S 
Revenue— 

ileSs^i’ Estimating. 61 

Schedule ot AuthenUcated^Exgn^, 

<^ccretary o£ State 
^ Sd his Advisers. 104-0 
and Audit, 275-° 

nt Audit from Account, 
Separation ot Auoii 379-84 

Stamps, 193 . ^ 

Standing Finance Comtm^^^, 

Statements. Budget Demand. 169-70 
Stock Certificate, 353 

Technical Aspects o£ Budget, 47 
Token Cuts, 178-9 
Treasurer, 237-9 . 

Trc,s»ri,s »»d ** Wortang, =3=-4> 


Treasury- 
Bills, 210-1 

»d Atwdix yin 
ESS, 'd5i »d Appends "I 

Trends in Borrowing, 301-2 


Urban Immov'able Property Tax. 196 
U.P. Sclieme, 280-2 

Votes — „ 

on Account, So 
on Credit, 80 
Voting o£ Taxes, 181-2 

Works. Audit, 265-6 

Watching-- ^ 

o£ Actuals, 201-- 
the Market, 214 
Ways and Cleans 
Advances, 210-1 
Definition 
Estimates, ^-to, 

Forecasts, 211-- 





